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CHAPTER   I. 


SINGLE    AND    DOUBLE    ENTRY. 
§L-The  Theory  of  Double  Entry. 

The  theory  of  Double  Entry  is  not  that  for  every  debit  there  must 
be  a  credit,  and  vice  versa.  That  is  a  result  of  the  system.  Double 
Entry  is  that  system  of  Book-keeping  which  takes  advantage  of  the  fact 
that  every  transaction  that  can  be  recorded  in  terms  of  account  has  two 
aspects  :  the  one  involving  the  receiving  of  a  benefit  by  one  account  or 
accounts,  and  the  other  the  yielding  of  that  benefit  by  another  account 
or  accounts.  The  account  that  receives  the  benefit  is  debited,  the 
account  that  yields  the  benefit  credited  ;  and  so  one  gets  as  a  result  a 
debit  for  every  credit. 

It  should  be  borne  in  mind  that  the  yielding  and  receiving  both 
take  place  in  the  same  set  of  books,  and  refer  to  accounts  and  not  to 
persons.  For  example  :  if  A.  B.  &  Co.  receive  cash  from  their  debtor 
Jones,  in  A.  B.  &  Co.'s  books.  Cash  Account  is  debited,  because  it  receives 
the  benefit  of  the  transaction,  and  Jones'  Account  is  credited,  because 
that  account  yields  the  benefit.  If  A.  B.  &  Co.  desire  to  write  off  depre- 
ciation. Depreciation  Account  will  be  debited  and  the  Asset  Account 
credited,  and  the  same  rule  can  be  applied  to  every  transaction.  A 
complete  grasp  of  the  essential  principles  that  underlie  Double  Entry 
is  absolutely  necessary  before  any  real  progress  can  be  made  in  the  study 
of  the  Science  of  Accounts. 

As  a  result  of  the  fact  that  every  transaction  is  recorded  from  both 
points  of  view  under  Double  Entry,  a  complete  record  of  the  impersonal 
aspects  of  all  the  transactions  during  a  given  period  is  obtained  in  addition 
to  a  record  of  the  personal  aspects. 

The  Double  Entry  system  of  Book-keeping  is  applicable  to  all  classes 
of  businesses,  since  every  transaction  involving  money  or  money's  worth 
possesses  two  aspects,  and  this  system  is  the  only  one  under  which  both 
can  be  properly  recorded.  , 
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§  2.— The  Theory  of  Single  Entry. 

Single  Entry  only  recognises  the  personal  aspect  of  transactions,  and 
as  a  result  those  not  possessing  such  aspect  are  left  entirely  unrecorded ; 
consequently,  the  only  books  kept  under  strict  Single  Entry  are  personal 
ledgers.  In  practice,  however,  one  usually  finds  a  Cash  Book  in  addition, 
though  it  is  often  merely  a  memorandum  book. 

§  3. — The  advantages  of  Double  Entry  over  Single  Entry. 

As  the  result  of  the  fact  that  a  debit  is  made  for  every  credit,  and  that 
the  impersonal  aspects  of  all  transactions  are  recorded  under  Double 
Entry,  that  system  affords  the  following  advantages  over  Single  Entry  : — 

(1)  If  all  postings  are  complete  at  any  given  date,  a  list  of  the  balances 
standing  on  the  books  can  be  dra\vn  out.  This  list  is  called  a  Trial 
Balance.  Since  every  debit  should  have  a  credit,  the  total  of  the  debit 
balances  should  equal  the  total  of  the  credit  balances,  and  if  this  is  so, 
the  books  may  be  taken  to  be  arithmetically  conect,  apart  from  the 
possibility  of  compensating  errors. 

(2)  Since  the  impersonal  aspects  of  all  transactions  are  recorded, 
those  representing  profit  or  loss  during  a  given  period  can  be  collected 
together  in  a  classified  form,  the  excess  of  the  total  credits  over  the 
total  debits  representing  the  profit  for  the  period,  or  the  excess  of  the 
total  debits  over  the  total  credits  representing  the  loss.  CJonsequently, 
it  can  be  seen  at  a  glance  in  what  manner  the  profit  or  loss  has  been  arrived 
at,  and  the  various  items  in  the  account,  which  is  usually  called  the 
Profit  and  Loss  Account,  can  be  compared  with  those  of  previous  periods, 
so  that  the  cause  of  the  rise  or  the  fall  in  profits  can  be  ascertained. 

(3)  The  arithmetical  correctness  of  the  balance  of  the  Profit  and 
Loss  Account  can  be  proved,  apart  from  compensating  errors,  by  the 
preparation  of  a  Balance.  Sheet.  This  may  be  defined  as  a  classified 
summary  of  the  balances  remaining  open  in  a  set  of  books  after  the  col- 
lection of  the  nominal  balances  into  one  aooount,  and  including  the 
balance  of  that  account,  so  arrangedt  as  to  show  the  assets  upon  the 

a2 
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right-hand  side,  and  the  liabihties  upon  the  left.  The  usual  definition 
of  a  Balance  Sheet  as  a  statement  of  liabilities  and  assets  is  incomplete, 
as  in  many  cases  items  are  included  on  each  side  which  cannot  be  described 
either  as  liabilities  or  assets. 

(4)  Owing  to  the  fact  that  the  books  are  subject  to  arithmetical 
test,  the  risk  of  fraud  or  its  non-discovery  is  considerably  lessened. 

None  of  the  above  results  can  be  obtained  under  Single  Entry. 

It  must  be  pointed  out,  however,  that  a  trial  balance  will  not  disclose 
compensating  errors,  and  errors  of  omission  and  principle. 


§  4.— The  various  kinds  of  Ledger  Accounts. 

Ledger  accounts  may  be  divided  into  four  classes — 

(a)  Personal.  (c)  Nominal. 

(b)  Impersonal.  (d)  Real. 

(a)  Personal  Accounts. 

These  Accounts  record  dealings  with  persons. 

(b)  Impersonal  Accounts. 

These   record   the   aspect   of   transactions   as   they   affect   the 
business,  and  not  as  they  affect  persons. 

(c)  Nominal  Accounts. 

These  are  Impersonal  Accounts  relating  to  profit  or  loss,  e.g. 
Sales,  Salaries,  Discounts. 

(d)  Real  Accounts. 

These   are  Impersonal  Accounts  relating  to   assets,   e,g.  Cash, 
Freehold  Property,  Plant  and  Machinery.   ^ 

All  debit  balances  may  be  said  to  represent  in  effect  either  assets, 
expenses  or  losses  ;    and  all  credit  balances,  liabilities,  receipts  or  profits. 
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§  5.— The  ascertainment  of  Profits  under  Single  Entry. 

The  Capital  of  an  individual  or  a  private  firm  is  the  term  emploj'ed 
to  signify  the  excess  of  assets  over  liabilities  at  a  given  date.  It  is 
obvious  that  if  the  capital  at  the  close  of  a  certain  period,  after  the 
proper  adjustment  of  withdrawals  and  additions,  exceeds  the  capital 
at  the  commencement  of  that  period,  the  excess  will  represent  profit 
made  during  that  period  ;  and  if  there  is  a  decrease,  the  decrease  will 
represent  loss.  This  is  the  principle  upon  which  profit  or  loss  is 
ascertained  under  Single  Entry. 

In  order  to  ascertain  the  capital  at  any  given  date,  a  Statement 
of  Affairs  must  be  prepared.  Schedules  of  debtors  and  creditors  must 
be  extracted  from  the  personal  ledgers,  the  creditors'  balances  being 
agreed  ^vith  statements  ;  the  bank  balance  will  be  agreed  with  the  pass 
book,  and  the  cash-in-hand  counted ;  stock  will  be  taken ;  assets,  such 
as  Freehold  Property  and  Plant,  must  be  valued  or  estimated ;  and  a 
schedule  made  of  creditors  for  loans  and  of  all  creditors  not  appearing 
in  the  Bought  Ledger,  including  outstanding  expenses  such  as  rent,  Ac, 
accrued  to  date.  All  known  assets  and  liabilities  being  now  obtained, 
the  former  will  be  set  out  on  the  credit  side  of  the  Statement  of  Affairs, 
and  the  latter  on  the  debit,  the  difference — representing  capital  or 
deficiency,  as  the  case  may  be — being  inserted  to  close  the  account. 

To  ascertain  profit  during  a  given  period,  such  a  statement  as  the 
above  nmst  be  drawn  out  at  the  commencement  of  the  period,  and  a 
similar  statement  at  the  close.  This  will  give  the  opening  and  closing 
capitals  respectively.  Assuming  there  have  been  no  drawings  or  additions 
to  capital  in  the  meantime,  the  excess  of  the  closing  capital  over  the 
opening  will  represent  the  profit  made  during  the  period,  the  capital 
having  increased  to  that  extent.  If  the  closing  capiUl  is  less  than  the 
opening,  the  decrease  >vill  represent  loss.  Any  drawings  made  during 
the  period  must  be  added  to  the  closing  capital,  since  had  they  not  taken 
place  the  assets  would  have  been  greater  to  that  extent ;  and  any  additions 
to  capital  during  the  period  must  be  deducted. 
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ILLUSTRATION- 

J.  Jones  drew  out  his  last  Statement  of  Afiairs  at  Slst  December,  1918,  as  follows : — 


STATEMENT   OF   AFFAIRS,   Slst  December,  1918. 

To  Creditors          

„  BiUs  Payable 

„  Capital    Account — being    excess    of 
assets   over   liabilities   at   this 
date         

£     8.  d. 

6,000     0     0 

500     0     0 

8,000     0     0 

By  Office  Furniture 

„    Stock            

„    Debtors        

„    Bills  Receivable 

„    Cash  

£      8.  d. 
500    0    0 
2,000     0     0 
4,500     0     0 
1,000     0     0 
1,500     0     0 

£9,500     0     0 

£9,500     0     0 

On  3l8t  December,  1919,  he  finds  his  liabilities  to  be :  Creditors  £4,500,  Bills  Payable 
£700.  And  his  assets  :  Office  Furniture  £450,  Stock  £1,500,  Debtors  £5,300,  BiUs  Receivable 
£700,  Cash  £800.  His  drawings  during  that  period  have  amounted  to  £450.  What  profit  has 
he  made  f 

STATEMENT    OF   AFFAIRS,  31st  December,  1919. 


To  Creditors          

„  Bills  Payable   . ;         

„  Capital    Account — ^being    excess    of 
assets  over  UabiUties  at  this 
date 

£     s.  d. 

4,500    0    0 

700     0     0 

3,550     0     0 

By  Office  Furniture  ' 

,,    Stock            

„    Debtors        

„    BUls  Receivable 

„    Cash  

£      8.   d. 

450     0     0 

1,500     0     0 

5,300     0     0 

700     0     0 

800     0     0 

£8,750     0     0 

£8,750     0     0 

Capital  Slst  December,  1919 

Add  Drawings  for  the  year             

£      s.    d. 

..    S,550     0     0 

450     0     0 

Less  Capital  Slst  December,  1918 

Net  Profit  for  year       

4,000     0     0 
..     3,000     0     0 

..£1,000     0     0 

In  cases  where  there  are  two  or  more  partners,  and  it  is  required  to 
prepare  accounts  by  Single  Entry,  introducing  interest  on  capital  and 
similar  adjustments,  it  is  convenient  to  draw  out  a  Statement  of  Profit, 
showing  on  the  liability  side  the  creditors,  and  the  capitals  at  the  com- 
mencement of  the  period,  adding  to,  or  deducting  from,  such  capitals  any 
additions  thereto  or  deductions  therefrom.  On  the  credit  side  will  be 
placed  the  assets,  together  with  the  drawings  on  current  account  of  each 
partner.  These  drawings  are  added  for  the  reason  that  they  are  in 
anticipation  of  profits,  and  had  they  not  taken  place  the  assets  would 
have  been  correspondingly  greater.  The  balance  of  the  statement  will 
then,  if  a  credit,  represent  profit,  and  if  a  debit,  loss.  Such  balance  having 
been  brought  down,  interest  on  capital  and  partners'  salaries  (if  any) 
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should  be  charged,  and  the  balance  divided  up  between  the  partners  in 
the  proportions  in  which  they  are  entitled  to  share  profits  or  losses. 

A  Statement  of  Affairs  should  then  be  drawn  up  in  exactly  the  same 
form  as  an  ordinary  Balance  Sheet,  showing  the  final  balance  to  the  credit 
of  each  partner  after  the  adjustment  of  drawings,  interest,  salaries, 
profit,  &c. 

An  illustration  of  this  will  be  found  in  Chapter  VII.,  Section  4, 
dealing  with  Partnership  Accoimts. 


§  6.-^The  conversion  of  a  set  of   books  from   Single  Entry  to 
Double  Entry  at  a  given  date. 

A  Statement  of  Affairs  must  be  prepared,  and  journalised  in  the 
manner  described  in  Section  7,  and  shown  in  the  Illustration.  The  various 
assets  and  liabilities  will  be  posted  to  their  respective  accounts  in  the 
Private  Ledger,  with  the  exception  of  the  cash,  which  will  be  posted  aa 
a  commencing  balance  in  a  new  Cash  Book  provided  with  Discount 
columns.  It  will  generaUy  be  found  advisable  to  open  new  Bought  and 
Sold  Ledgers,  the  opening  balances  in  which  should  agree  with  the  totals 
shown  in  the  Joiunal.  Bought  and  Sold  Day  Books,  Retuma  and 
Allowances  Books,  both  Inwards  and  Outwards,  and  Bills  Receivable 
and  Payable  Books  should  be  opened. 

Instructions  should  be  given  that  no  entries  should  be  made  in  the 
Ledgers  direct  without  having  previously  passed  through  a  book  of 
first  entry.    The  system  of  accounts  will  then  have  been  placed  on  a 

Double  Entry  basis. 


§  7.— The   conversion   of  Single   Entry  to   Double  Entry  from 
one  period  to  another. 

(a)     By  Analysis. 

It  has  been  shown  tliat  Single  Entry  Book-keeping  only  deals  with 
Personal  Accounts,  and  consequently  to  convert  the  system  to  Double 
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entry  for  a  given  period  it  is  necessary  to  raise  the  Impersonal  Accounts 
required  by  the  latter  system,  and  to  transfer  from  Personal  Accounts 
to  Impersonal  Accounts  any  items  erroneously  recorded  in  the  former. 

In  practice  it  is  generally  found  that  where  Single  Entry  is  in  use 
the  books  as  a  whole  are  in  a  state  of  confusion,  and  that  no  proper 
Statement  of  Affairs  has  ever  been  prepared.  In  such  cases  it  is  prac- 
tically impossible  to  arrive  at  anything  but  an  estimated  result,  and  the 
first  Balance  Sheet  prepared  after  the  conversion  to  Double  Entry  is 
consequently  not  very  satisfactory.  But  if  the  books  have  been  kept 
properly  by  Single  Entry,  and  proper  Statements  have  been  regularly 
prepared,  it  is  quite  possible  to  get  highly  satisfactory  results,  and  further, 
to  prove  the  profit  as  shown  by  the  Statement  of  Affairs  under  Single 
Entry  by  the  Profit  and  Loss  Account  prepared  after  the  conversion  of 
the  books  into  Double  Entry. 

Presuming  therefore  that  the  books  have  been  properly  kept  under 
the  Single  Entry  system,  and  proper  Statements  have  been  regularly 
drawn  up,  the  process  to  convert  the  books  of  John  Jones  from  Single 
Entry  into  Double  Entry,  from  1st  January,  1919,  to  31st  December, 
1919,  would  be  as  follows  : — 

(1)  The  Statement  of  Affairs  dated  31st  December,  1918,  would  be 
produced,  and  a  Journal  entry  made  recording  the  items  in  this  Statement, 
and  these  would  be  posted  to  a  private  Ledger  which  would  now  have  to 
be  opened.     The  Journal  entry  would  be  : 

Sundries — Dr. 

To  Sundries — 

debiting  the  various  assets  and  crediting  the  liabilities  and  capital  to 
separate  accounts.  This  gives  a  starting  point,  and  what  remains  to  be 
done  is  to  complete  the  Double  Entry  of  the  transactions  of  the  particular 
year  under  review. 

(2)  Assuming  no  subsidiary  books  have  been  kept,  the  Sales  Ledger 
will  have  to  be  carefully  analysed,  and  from  the  analysis  the  im.personal 
aspect  of  the  transactions  recorded  therein  can  be  obtained  ih  total. 
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On  the  Debit  side  of  the  Ledger  mil  be  found  : — 

{a)  The  opening  balances  (which  should  agree  with  the  figure 

showTi  in  the  opening  Statement  of  Affairs). 
{b)  Sales. 

(c)   Special  items,  e.g.  Dishonoured  Bills,  Transfers,  &c. 
{d)  Total. 

On  the  Credit  side  of  the  Ledger  toill  be  found  : — 

(a)  Cash  received  from  Debtors. 

(b)  Discount  Payable. 

(c)  Returns  Inwards  and  Allowances. 

(d)  Bills  Receivable. 

(e)  Special  items,  e.g.  Bad  Debts,  Transfers,  &c. 
(/)    Closing  Balances. 

(g)  Total. 

The  analysis  sheets  should  be  ruled  to  record  the  above  particulars, 
and  the  cross-casting  of  the  columns  ^vill  not  only  test  the  analysis,  but 
will  also  prove  the  casting  of  the  Ledger  itself. 

These  items  will  be  posted  to  the  credit  and  debit  of  the  respective 
Impersonal  Accoimts,  and  also  to  a  total  Debtors'  Account. 

(3)  The  Bought  Ledger  \vill  be  analysed  in  a  similar  way. 

From  the  Credit  side  of  the  Ledger  will  be  obtained  : — 

(a)  The  opening  balances  (which  should  agree  %\'ith  the  figure 

shown  in  the  opening  Statement  of  Affairs). 
(6)  Purchases. 

(c)  Special  items. 

(d)  Total. 

On  the  Debit  side  of  the  Ledger  will  be  found  : 

(a)  Cash  paid  to  Creditors. 

(6)  Discount  Receivable. 

(c)  RetiuTis  outwards  and  Allowances. 
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(d)  BiUs  Payable. 

(e)  Special  items  (if  any). 
(/)   Closing  balances. 

(g)  Total. 

These  items  will  be  posted  to  the  debit  and  credit  of  their  respective 
accounts,  and  also  to  a  Total  Creditors'  Account. 

(4)  The  Cash  Book,  assuming  one  has  been  kept,  should  be  called 
over  with  the  Bank  Pass  Book,  and  a  reconciliation  between  the  Cash 
and  Bank  Balances  made. 

(5)  It  will  be  found  that  many  items  appearing  in  the  Cash  Book 
have  been  left  unposted,  and  many  that  have  been  posted  have  been 
posted  to  Personal  instead  of  Impersonal  Accounts.  The  former  will 
be  posted  to  Impersonal  Accounts  in  the  ordinary  way,  and  the  latter 
will  be  transferred  to  Impersonal  Accounts.  An  illustration  of  this 
would  be  salaries  posted  to  the  debit  of  a  Personal  Account  instead  of 
to  Salaries  Account,  or  rent  posted  to  the  debit  of  the  Landlord's  Account 
instead  of  Rent  Account.  It  will  be  found  necessary  to  exercise  con- 
siderable care  in  dealing  with  the  cash  postings  to  ensure  accuracy  of 
treatment. 

Where  the  Cash  Book  is  very  incomplete,  it  will  be  found  more 
convenient  to  analyse  the  receipts  and  payments,  and  raise  a  Total  Cash 
Account,  posting  the  various  items  therefrom  to  the  respective  accounts 
where  necessary.  Where  no  Cash  Book  has  been  kept,  an  analysis  of 
the  Bank  Pass  Book  must  be  made  in  order  to  obtain  the  necessary 
particulars. 

(6)  The  Double  Entry  will  now  be  complete,  and  a  Trial  Balance 
can  be  got  out  to  test  the  clerical  accuracy  of  the  work. 

(7)  The  necessary  reserves  for  bad  debts,  depreciation,  accrued 
expenses,  &c.,  and  the  adjustments  for  interest  on  capital,  interest  on 
loans  and  the  like,  should  then  be  made. 

(8)  A  final  Trial  Balance,  Profit  and  Loss  Account  and  Balance 
Sheet  can  then  be  prepared. 


§7.j 
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Assuming  the  opening  and  closing  figures  to  be  the  same  as  in  the  previous  lUustration. 
the  Journal  entry  embracing  the  opening  Statement  of  Affairs  would  be  ss  foUows  :- 


JOURNAL. 


1910. 
Jan.  1 

Sundries— 

To  Sundries. 
Office  Furniture 

Stock   

Debtors           



De. 

C     s.  4. 

600    0    0 
t.000    0    0 

4.600    0    0 
1.000    0    0 
1.600    0    0 

c 

§,000 

J8 

a.  4. 

Bills  Aeceivable 

. 

Cash 

Creditors    . . 
BUls  Payable 
J.  Jones  :  Capital 
Being  Asaeta  and  LiabiUties  at 



0    0 
0    • 
0    0 

Account 

1  at  this  date. 

IMOO    0    0 

uasL 

.SJLa 

The  following  are  the  analyses  of  the  personal  and  cash  transactions : — 


SALES   LEDGER  ANALYSIS— Debit  s'uh 


Opening 
Balances 

8*1««. 

Sptdal  IIMM.              1>:ui 

0 

0 

0 

0 

£%,W> 

£16,000 

MM 

0 

• 

MfUO 

0 

0 

SALES  LEDGER  ANALYSIS— Civdit  side. 


Cosh. 

Diaeoaal. 

RM«nM.Ao. 

^^^^ 

•p«lsl 

IIM 

M. 

£SSL 

1         MU. 

" 

1 

1 

1 

411.000 

.!. 

44Ao'    0 

0 

Mm 

• 

• 

JMOO 

0 

f 

mm 

t       t 

1 

«M* 

t 

• 

• 

Bsd  MbU 


160     0     0 
MOO 
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Opeuinj? 
Balances. 


£6,000 


Purchases 

Total. 

1 

£10,000 

0 

0 

£16,000 

0 

0 

BOUGHT  LEDGER  ANALYSIS— Debit  side. 


Cash. 

Discount. 

Returns,  &c. 

Bills  Payable. 

special  Itema.    1       ^^. 

Total. 

_ 

• 

- 

£8,500 

0 

0 

£300 

0 

0 

£150 

0 

0      £2,500 

0 

0 

£50 

0 

1 
0       £4,500 

0  !     0 

£16,000 

0 

0 

Dr 


TOTAL   CASH   ACCOUNT. 


Or. 


To  Balance            

„  Debtors             

„  Bills  B^ceivable          

£     8.   d. 
1,500     0     0     , 
11,000     0     0 
2,650     0     0 

I 

5y  Creditors 

,    Bills  Payable 

,    Drawings      . . 

,    Wages 

,    Rents,  &c.    . . 

,    Salaries 

,    Travelling    . , 

,    Sundry  Expenses    . 

,    Balance 

•      -    • 

£      s.   d. 

8,500     0     0 

2.300     0     0 

450     0     0 

2,050     0     0 

250     0     0 

400     0     0 

100     0     0 

300     0     0 

800     0     0 

£15,150     0     0 

£15,150     0     0 

To  Balance            

£800     0     0 

Complete  the  necessary  posting,  and  prepare  Trial  Balance,  Trading,  and  Profit  and  Loss 
Account  and  Balance  Sheet.  The  closing  stock  is  £1,500,  and  depreciation  is  to  be  provided 
on  Office  Furniture  at  10  %  per  annum. 


Dr. 


TOTAL  DEBTORS  ACCOUNT. 


To  Balance. . 
„  Sales  .. 
„  Dishonoured  Bill 


£  8.  d. 

4,500  0  0 

15,000  0  0 

50  0  0 


To  Balance 


£19,550     0     0 


£5.300     0     9 


By  Cash 

Discount 

Returns  and  Allowances 

Bills  Reoeivable 

Bad  Debts    . . 

Transfer  to  Bought  Ledger 

Balance 


Cr. 


£  s. 

11,000  0 

450  0 

200  0 

2,400  0 

150  0 

50  0 

5,300  0 


£19,550     0     0 
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Dr 


TOTAL  CREDITORS    ACCOUNT. 


Or, 


£      ft.   d. 

To  Cash 8.600    0    0 

,.  Discount           800     0     0 

„  Returns  and  Allowances                                     l&O    0    0 

„  BUls  Payable 2,500    0    0 

„  Transfer  from  Sales  Ledger  . .                            50    0    0 
„  Balance 4,500    0    0 

By  BaUuiM        . .                                            %m    0  % 

£16.000    0    0 

"MO0   0   0 

By  Balance                                                     £4.500    0    0 

Dr. 


BILLS    RECEIVABLE   ACCOUNT. 


To  Balance 
„  Debtors 

To  Balance 


£     ■.  d. 

1,000     0     0 
2,400     0     0 

! 

ByCash 

..    Debtors,  dishonoured  tii 
,.    Balance        .... 

£     •.  4. 

C.«i0     0     0 

M    0    0 
7^    •    • 

£3.400     0     0 

£7W     0     0 

Dr. 


BILLS  PAYABLE   ACCOUNT. 


Or. 


To  Cash 
,.  Balance. 


£  s.  d. 

2,300  0  0 

700  0  0 

£3.000  0  0 


By 


C»«4lion 


By  Balatirc 


a.  4. 
0    0 

0    0 


0    0 


(TM    0    0 


TRIAL   BALANCE,  3Ut  Deoembor.  1919. 


Debtors 

Cash     . . 

BiUs  Koceivabl. 

Creditors 

Bills  Payable  . . 

Capital 

DrawinR!> 

MaKcs. . 

lleut     . . 


J'.ii. 


£  ».   4. 

.900  0    0 

SOO  0    0 

700  0    0 


a.   4. 


0    0 
0    0 

0    0 


&.i\K* 

Discount  Receiviblr. . 
K.tums  Outwards    .. 
M  rk  lit  1st  Jan.,  1010 
oitirt-  Furniture 


00 

0 

0 

i.OM 

0 

0 

tM 

0 

0 

0 

0 

100 

0 

0 

•00 

0 

0 

00 

0 

0 

too 

0 

0 

IM 

0 

0 

10,000 

0 

0 

IM0O 

0 

0 

too 

0 

• 

IS* 

0 

0 

t,aoo 

o 

0 

MM) 

o 

0 

cu.oo 

0 

0 

i'   ■■'^ 

(1 

o 

Closing  Stock  £1,600. 

Depreciation  on  Offloe  Furniture  at  10  %Jper  aonnni. 
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TRADING  AND  PROFIT  AND  LOSS  ACCOUNT  for  the  year  ending  Slst  December,  1919. 
J^'  Or. 


To  Stock  at  Ist  Jan.,  1919     . . 
„  Purchases 

£10,000 
150 

£      8.    d. 
2,000     0     0 

9,850     0     0 
i        2,050     0     0 
1        2,400     0     0 

By  Sales         

Less  Returns 

„    Stock  3l8t  Dec,  1919    . . 

By  Gross  Profit  brought  down 
„    Discount  Receivable 

£15,000 
200 

£ 

14,800 
1.500 

s.    d. 

0     0 
0     0 

Lets  Returns 

•• 

„  Wages           

„  Gross  Profit  carried  down. . 

£16,300     0     0 

£16,300 

0     0 

To  Rent,  Ac 

„  Salaries             

„  Travelling  Expenses   . . 
„  Sundry  Expenses 
„  Discount  Payable 

„  Bad  Debts        

„  Depreciation     . . 

„  Net  Profit        

250     0     0 
400     0     0 
100     0     0 
300     0     0 
450     0     0 
150     0     0 
50     0     0 
1,000     0     0 

2,400 
300 

0     0 
0     0 

£2,700     0     0 

£2,700 

0     0 

Dr.                                I 

J  ALAN 

CE    SHEET, 

31st  December,   1919.                                Or. 

1 

To  Creditors 

„  BiUs  Payable 
„  Capital     Account— Balance 
1st  Jan.,  1919    . . 
Add  Profit      . . 

£3,000 
1,000 

£     s.   d. 

4,500     0     0     : 

700     0     0     ; 

3,550     0     0 

By  Office  Furniture  . . 
Less  Depreciation 

„    Stock        

„    Debtors 

„    Bills  Receivable  . 
„    Cash  at  Bank 

£500 
50 

£ 

450 

1,500 

5,300 

700 

800 

s.    d. 

0     0 
0     0 
0     0 
0     0 
0     0 

Less  Drawings           . .     \ 

4,000 
450 

£8,750     0     0 

£8,750 

0     0 

(b)     By  Total  Accounts. 

It  is  possible  to  raise  a  Trading  and  Profit  and  Loss  Account  and 
Balance  Sheet  from  Single  Entry  Accounts  by  an  analysis  of  the  Cash 
Book  only,  since  from  the  information  which  is  given  by  Single  Entry 
Books,  and  afforded  by  the  analysis  of  the  Cash  Book,  Total  Accounts 
can  be  raised  so  that  the  figure  of  Sales  and  Purchases  can  be  arrived  at. 

This  system  is  not  so  correct  as  that  v^hich  has  been  previously 
described,  in  which  the  whole  of  the  books  are  analysed,  since  such  items 
as  Bad  Debts,  Allowances,  &c.,  are  not  taken  into  consideration. 

ILLUSTRATION- 


T.  Black,  who  keeps  his  books  by  single  entry,  instructs  you  to  prepare  his  Balance  Sheet  as 
on  31st  October,  1919.  together  with  a  Profit  and  Loss  Account  for  the  year  ending  on  that  date. 
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Upon  analysing  his  Cash  Book  for  that  period  you  find  the  following.  vU.  :- 

£      ft.   d. 

Bank  Balance,  Ist  November,  1918 

Black's  Drawings . . 

Paid  to  Trade  Creditors  (including  Bills  Payable)     . 

Wages 

Salaries 

Other  Business  Expenses 

Received  from  Trade  Debtors  (including  Bills  Receivable) 

Bank  Balance,  31st  October,  1919  (Overdraft) 

Cash  in  hand  do. 

Receipts  from  Cash  Sales 

Black's  Capital  at  Ist  November,  1918,  was  £5,000. 

Particulars  of  his  other  Assets  and  Liabilities  are  as  follows,  viz. : — 

Ist  Nov.,  1918.  3Ut  Oct..  I9I9 


400     0 

0 

750     0 

0 

3,800     0 

0 

KlOO     0 

0 

500     0 

0 

1.325  10 

0 

5.364  10 

0 

150    0 

0 

20    0 

0 

1,581     0 

0 

£       s.   d. 

£       ft.   d. 

Stock  on  hand  . . 

1,980     0     0 

2,500    0    0 

Debtors  . . 

2,600     0     0 

1,935  10     0 

Creditors             

2.200     0     0 

700     0     0 

Bills  Receivable 

600     0     0 

700     0     0 

Business  Premises 

2,000     0     0 

2,000     0     0 

BUls  Payable 

300     0     0 

Office  Furniture 

120     0     0 

120     0     0 

Reserve  £160  for  Doubtful  Debts,  and  write  < 

)£f  5  per  cent,  depreciation  on 

Premises  and  Office  Furniture. 

Dr.                                                         CASH  ACOOU 

NT. 

£      8.  d. 

To  Balance 400    0  0 

„    Debtors  and  Bills  Receivable . .                    5,364  10  0 

..    Cash  Sales           1,581     0  0 

„    Bank  Overdraft 150    0  0 

£7.49S  10  0 

I 

To  BaUnoe £20    0  0 


By  Drawlnci         

..    Crediton  and  BUb  Paynblr 
„    Wacw  .. 
„   SaUrte 


Cash  In  han( 


r~ 


9U       U       U 


By 


f7,«M  10    0 


fllO    •    0 


Dr. 

TOTAL  DEBTORS  AND  BILLS  RECEIVABLB  AOOOUNT. 

Cr 

To  Balanc. 
M   Salea 

•• 

£      ■.  d. 

SpOOO    0    0 

tjaoo  0  0 

'  »/S3L. 

ikVi 

£S,D0O     0     0 

UfiOO     0     0 

To  Balance     . . 

UjtU  10    0 

Dr. 

TOTAL  CREDITORS  AND  BILI^  PAYABLE  AOOOUNT. 

Cr 

To  0Mb 
..   Balance    .. 

£      t.  d. 

»jno  0  0 

TOO    0    0 

By  BakM 

.i%*0 
MOO    f    • 

£4.800    0    0 

£4.ft00    0    0 

i 

C?00     0     0 
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Dr. 


TKADING  AND   PROFIT  AND   LOISS  ACCOUNT 
FOR  THE  Year  ending  31st  October,  1919, 


!  £  8.  d. 

To  stock  at  1st  November,  1918 . .         ..<  1,980  0  0 

„    Purchases 2,000  0  0 

„    Wages 1,100  0  0 

„    Balance,  being  Gross  Profit     ..         ..i  4,00l  o  o 

i  £9,081  0  0 

£  s.  d. 

To  Salaries 500  0  0 

„    Business  Expenses         1,325  10  0 

„    Reserve  for  Doubtful  Debts    ..         .,  150  0  0 
„   Depreciation  on  Business* 

Premises  ..  ..  £100     0     0 

„    Depreciation    on    Office 

Furniture         . .  . .         6     0     0 

106  0  0 

„    Net  Profit           1,919  10  0 


By  Cash  Sales   . 
„    Credit  Sales 


£4,001     0     0 


Stock  at  31st  October 


By  Gross   Proiil 


9. 

0)\ 

£1,581  0  0 
6,000  0  0 

£   s.  d. 

6,581  0  0 
2,500  0  0 

r.  1919 

£9,081   0  0 

£         8. 
4,001     0 


£4,001     0     0 


Dr. 


BALANCE    SHEET,  31st  October,  1919. 


Cr. 


To  Sundry  Creditors 
„   Bank  Overdraft  . . 

„   Capital  Account : — 
Black- 
Balance  at  1  Nov.,  1918 
Add  Profit       . . 


Less  Drawings 


£   8. 
700  0 

150  0 

d. 
0 

0 

5,000  0 
1,919  10 

0 

0 

6,919  10 
750  0 

0 
0 

£      8.  d. 

850     0     0 


10     0 


£7,019  10     0 


By  Business  Premises 
Less  Depreciation 

„    Office  Furniture 
Less  Depreciation 

„   Stock  in  hand . . 
„    Sundry  Debtors 
Less  Reserve  for 
Doubtful  Debts 


Bills  Receivable 
Cash  in  hand   . . 


£   s. 

2,000  0 

100  0 

d. 

0 
0 

120  0 
6  0 

0 
0 

1,935  10 
150  0 

0 
0 

1,785  10 
700  0 

0 

0 

£  s.  d. 

1,900  0  0 

114  0  0 

2,500  0  0 


2,485  10     0 
20     0     0 


£7,019  10     0 


§  8. — Distinction     between     Trading,     Profit    and     Loss,    and 
Appropriation   Accounts. 

The  Trading  Account  is  in  reality  the  name  given  to  the  first,  the 
Profit  and  Loss  Account  that  given  to  the  second,  and  the  Appropriation 
Account  that  given  to  the  third  sections  respectively  of  the  one  general 
summary  of  the  nominal  accounts  relating  to  profits  or  losses  during 
a  given  period. 

The  balance  of  the  Trading  Account  is  the  gross  profit  on  trading, 
and  represents  the  difference  between  the  selling  price  and  the  prime 
cost  of  the  goods  sold  after  the  adjustment  of  the  opening  and  closing 
stocks.  In  order  to  keep  the  percentage  of  gross  profit  on  turnover 
(or  sales)  constant  as  between  one  period  and  another  for  purposes  of 
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comparison,  it  is  usual  to  charge  to  Trading  Account  only  those  items 
of  prime  cost  which  vary  directly  with  the  turnover,  such  as  manufac- 
tiu'ing  wages.  Other  items  which  are  in  effect  prime  cost,  such  as  Rent 
of  Factory,  Repairs  to  Plant,  &c.,  but  which  do  not  vary  directly  with 
the  turnover,  will  in  such  cases  be  charged  to  the  Profit  and  L088  Account. 

The  Trading  Account  is  debited  with  the  value  of  the  Stock  at  the 
commencement  of  the  period  and  with  the  Purchases;  and  in  the  case 
of  a  Manufacturing  business,  with  the  prime  cost  charges  which  vary  with 
the  output.  It  is  then  credited  with  the  Sales  and  with  the  value  of  the 
Closing  Stock  taken  upon  a  proper  basis. 

The  question  of  bringing  in  the  Closing  Stock  is  important.  If  the 
account  dealt  with  quantities  only,  the  Stock  on  hand  at  commencement 
plus  the  purchases  would  exactly  equal  the  sales  plus  stock  on  hand  at 
the  close;  but  generally  the  Trading  Account  deals  with  values  only,  and 
not  with  quantities,  though  strictly  the  quantities  are  presumed  to  balance 
in  the  manner  just  indicated. 

It  is  important  as  regards  any  trading  business  to  correctly  ascertain 
the  value  of  stock  on  hand  at  the  date  of  balancing.  Particulars  of  the 
stock  should  be  taken  in  a  systematic  manner,  and  a  value  placed  upon  each 
item  at  cost  or  market  price,  whichever  is  lower;  the  various  items  after 
being  so  valued  on  the  sheets  will  be  cast,  and  the  total  figure  arrived  at 
will  represent  the  stock  value  for  the  purposes  of  the  account. 

Where  it  is  possible  to  deal  with  quantities  this  should  be  done,  the 
Bought  and  Sold  Day  Books  and  Returns  Books  being  ruled  so  that 
quantities  of  each  particular  class  of  goods  dealt  in  can  lie  recorded, 
separate  books  being  utilised  for  each  department.  From  the  information 
so  arrived  at  the  record  of  the  quantities  of  the  particular  class  of  goods 
dealt  in  can  be  utilised  for  purposes  of  verifying  stock  on  hand  as  shown 
by  the  Trading  Account,  and  to  check  a  Quantity  Stock  Account  which 
should  be  also  kept. 

Where  Quantity  Stock  Accounts  are  kept  these  will  be  memorsndum 
records  showing  the  quantity  of  each  kind  of  goods  on  hand  at  the  com- 
mencement of  a  period  and  the  further  qn.nntities  reoeWed  since  on  one 
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side  of  the  account,  while  on  the  other  side  all  goods  of  that  kind  going 
out  will  be  recorded.  The  record  enables  the  quantity  of  the  particular 
stock  on  hand  to  be  immediately  ascertained,  and  if  proper  arrangements 
are  made  for  keeping  the  account  it  acts  as  a  continuous  check  on  the 
warehouse  in  addition  to  a  check  on  the  Stock-taking. 

ILLUSTRATION— 

The  following  is  an  example  of  the  Trading  Account  of  a  Cotton  Seed  Department  of  a 
business :  — 


CX)TT0N  SEED  TRADING  AC 

^COUNT. 

To  Stock  on  hand 

..   PnrefaaM 

..   OiwiPioflt 

Tons. 

15 

1,200 

£      s.  d. 

116     5     0 

9,600     0     0 

595     0     0 

By  Sales 

1    „    Stock  a 

t  close     '.'.         '.'. 

Tons. 

1,150 

65 

£       s.   d. 

9,775     0     0 

!           536     5     0 

1,215       1    £10,ail     5    0 

1,215 

1    £in,311     5     0 

'                            ' 

The  Profit  and  Loss  Account  will  be  credited  with  the  balance  of 
gross  profit  brought  from  the  Trading  Account,  together  with  other 
items  of  profit,  such  as  Rents  Receivable,  Discounts  Receivable,  Profit 
on  Sale  of  Investments,  &c.,  and  will  be  debited  with  the  expenses  of 
distribution  and  of  carrying  on  the  business  generally,  the  final  balance 
representing  the  net  profit  or  loss  for  the  period  under  review. 

The  Appropriation  Account  will  be  credited  with  the  balance  brought 
forward  from  the  last  account  (if  any),  together  with  the  net  profit  for 
the  period.  The  final  balance  will  be  divided  up  according  to  the  par- 
ticular circumstances  of  each  case. 

It  should  be  pointed  out,  however,  that  there  is  no  definite  rule 
as  to  the  division  between  the  Trading  and  Profit  and  Loss  Accounts, 
and  each  case  must  be  considered  on  its  own  merits.  Consequently,  the 
above  remarks  can  only  be  regarded  from  a  general  point  of  view. 
Sometimes  a  Manufacturing  Account  or  Working  Account  is  utilised 
either  in  substitution  for,  or  in  addition  to,  a  Trading  Account. 


§  9. — Distinction   between   a   Receipts   and    Payments   Account 
and  an  Income  and  Expenditure  Account. 

A  Receipts  and  Payments  Account  is  a  classified  summary  of  the  cash 
transactions  dxu*ing  a  given  period. 
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An  Income  and  Expenditure  Account  is  in  effect  the  Revenue  Account 
of  an  individual  or  a  non-trading  concern.  It  is  a  classified  summary 
of  the  transactions  relating  to  profit  or  loss  during  a  given  period. 

A  Receipts  and  Payments  Account,  therefore,  being  only  a  state- 
ment of  cash,  will  commence  with  the  opening  and  close  with  the  closing 
cash  balance,  and  will  include  all  receipts  and  payments,  whether  relating 
to  the  period  under  review  or  not,  and  whether  of  a  capital  or  revenue 
nature,  provided  they  are  actually  received  or  paid  during  the  period 
in  question. 

The  Income  and  Expenditure  Account,  however,  will  only  include 
revenue  items  relating  to  the  actual  period  it  covers,  irrespective  of 
whether  the  same  are  received  or  paid  within  the  period  or  not,  and  will 
consequently  exclude  all  items  relating  to  previous  or  subsequent  periods, 
and  all  capital  items. 

In  a  Receipts  and  Payments  Account  it  is  usual  to  show  the  receipts 
on  the  debit  side  and  the  payments  on  the  credit  side,  as  in  the  case 
of  a  Cash  Book.  In  an  Income  and  Expenditure  Account  the  Profit 
and  Loss  form  is  more  generally  used,  the  income  appearing  on  the  credit 
and  the  expenditure  on  the  debit  side  of  the  account. 

The  balance  of  a  Receipts  and  Payments  Account  will  represent 
either  the  cash  in  hand  or  overdrawn.  The  balance  of  an  Income  and 
Expenditure  Account  will  represent  either  I  ho  oxcoss  of  iuconio  over 
expenditure  for  the  period,  or  vice  versa. 

It  cannot  be  too  strongly  pointed  out  that  a  Receipts  and  Payments 
Account  is  not  a  proper  substitute  for  either  an  Income  and  Expenditure 
Account  or  any  other  form  of  Revenue  Account,  since  the  balance  need 
not  in  any  way  indicate  the  result  of  the  nominal  transactions  for  the 
period. 

In  the  case  of  a  trading  concern,  although  there  may  be  a  large 
cash  balance  at  the  end  of  the  period,  this  may  be  due  to  capital  receipts, 
or  to  fluctuations  in  debtors,  creditors,  stock,  &c.,  and  in  effect  a  loss 
may  have  been  sustained  without  the  same  being  in  any  way  disclosed. 
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Further  items  that  have  an  important  bearing  on  the  result  of  the  trading, 
such  as  reserves  for  bad  debts,  depreciation,  &c.,  are  wholly  ignored. 

Special  kinds  of  Receipts  and  Payments  Accounts  are  frequently 
prepared,  as  for  example  a  Capital  Receipts  and  Payments  Account 
dealing  with  capital  items  only,  or  an  Income  Receipts  and  Payments 
Account  dealing  with  revenue  items  only. 

ILLUSTRATION- 

The  following  is  the  Receipts  and  Payments  Account  for  the  Midland  Bowling  Club  for 
the  year  ending  31st  December,  1919: — 


RECEIPTS  AND  PAYMENTS  ACCOUNT 
FOR  THE  Year  ending  31st    December,  1919. 


Receipts. 

Payments. 

To  Balance,  1st  January,  1919 
„    Entrance  Fees 
„    Subscriptions.  1918            

1919            

in  advance,  1920  . . 

„    Locker  Rente          

,.    Green  Fees 

£      s. 

12  10 

20     0 

7     0 

650  0 
12  0 
20     0 

112  10 

d. 
6 
0 
0 
0 
0 
0 
0 

By 

Rent         

Stationery,  Expenses,  &c. 
Wages 

Capital  Expenditure 

Repairs  and  Renewals 

Interest    . . 

Balance 

£ 

200 

118 

205 

150 

31 

80 

49 

8. 
0 
1 
0 
0 
2 
0 
16 

d. 
0 
6 
0 
0 
6 
0 
6 

£834     0 

6 

£834 

0 

6 

To  Balance        

£49  16 

6 

Notes. 

Locker  rents,  £2  referred  to  1918,  and  £3  is  still  owing.  Rent,  £50  referred  to  1918  and 
£50  is  still  owing.  Stationery  and  Expenses,  £12  Is.  6d.  referred  to  1918,  still  owing  £14  Ss.  9d. 
Subscriptions  unpaid  1919,  £18. 

Make  Out  Income  and  Expenditure  Account  for  the  year  ending  31st  December,  1919. 
THE  MIDLAND  BOWLING  CLUB. 


Dr. 


Expenditure. 


INCOME  AND  EXPENDITURE  ACCOUNT 
FOR  THE  Year  ending  31st  December,  1919. 

INOOME. 


Cr. 


To  Rent 

„    Stationery  Expenses  Account 

„    Wages  

„   Repairs  and  Renewals 

„    Interest        

,,    Balance,  being  Excess  of  Income  over 
Expenditure,  for  year  1919.. 


£ 
200 


120     3     9 


205 
81 
80 


185     3     9 


£821   10     0 


By  Entrance  Fees 
,,  -  Subscriptions 
„    Locker  Rents 
„    Green  Fees 


By  Balance 


£ 

8. 

d. 

20 

0 

0 

668 

0 

0 

21 

0 

0 

112 

10 

0 

£821 

10 

0 

£185 

3 

9 
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§  10.— The  various  classes  of  Assets. 

There   are   four   classes  of   Assets,   known   respectively   as   Fixed, 
Floating,  Wasting  and  Fictitious. 

(a)  Fixed  Assets  are  those  of  a  permanent  nature,  by  means  of 
which  the  business  is  carried  on,  and  which  are  held  for  the  purpose 
of  earning  income,  and  not  for  the  purpose  of  sale,  e.g.  Land,  Build- 
ings, Plant,  Leases,  Grood\vill. 

(6)  Floating  Assets  are  those  in  which  the  bu.siness  deals,  and 
which  are  acquired  for  the  purpose  of  sale,  and  the  subsequent 
stages  of  the  conversion  of  the  same  into  cash,  e.g.  Stock,  Book 
Debts,  Cash. 

(c)  Wasting  Assets  are  those  of  a  fixed  nature  which  are  gradually 
consumed  or  exhausted  in  the  process  of  earning  income,  e.g.  a 
Mine,  a  Cemetery. 

(d)  Fictitious  Assets  is  a  term  applied  to  items  of  expenditure 
not  represented  by  present  value.  They  may  represent  absolute 
losses  not  ^vritten  off,  but  carried  forward  in  the  Balance  Sheet, 
or  expenditiu-e  of  a  deferred  revenue  nature  the  benefit  of  which 
is  presumed  to  extend  over  a  period  of  years.  An  example  of  the 
first  is  a  debit  balance  of  Profit  and  Loss,  and  of  the  second  Pre- 
liminary Expenses. 


§  11.— Form  of  Balance  Sheet. 

In  drawing  up  a  Balance  Sheet  care  should  be  taken  to  see  that 
the  assets  are  properly  grouped  under  their  respective  classes,  and 
sufficiently  sub-divided  to  afford  an  outside  observer  a  clear  view  of 
the  state  of  affairs,  which  shall  not  misrepresent  the  true  position  of  the 
concern.  It  is  usual  to  start  with  the  fixed  asseta,  and  follow  on  Mriih 
the  floating  assets  in  their  natural  order  of  realization,  though  in  some 
cases,  particularly  in  banks,  the  reverse  order  is  adopted. 
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Care  should  be  exercised  to  separate  tangible  from  intangible  assets 
on  the  Balance  Sheet.  In  this  connection  it  should  be  noted  that 
intangible  assets  are  not  necessarily  fictitious,  e.g.  Goodwill,  although 
intangible,  is  a  fixed  asset,  assuming  it  is  represented  by  actual  value. 


§  12. — The  distinction  between  Capital  and  Revenue. 

Capital  expenditure  is  that  incurred  for  the  purpose  of  creating 
or  acquiring  Fixed  Assets  by  means  of  which  to  carry  on  the  business, 
or  incurred  for  the  purpose  of  increasing  the  earning  capacity  of  the 
business. 

Revenue  expenditure  is  that  incurred  for  the  piu-pose  of  carrying 
on  the  business  and  maintaining  the  Fixed  Assets  in  a  state  of  working 
efficiency. 

Further  consideration  of  the  distinction  between  Capital  and 
Revenue  in  connection  with  Renewals  and  Replacements  will  be  found 
in  Chapter  IV. 

§  13  — The  Accounts  of  a  Sole  Trader. 

In  preparing  the  Accounts  of  a  Sole  Trader  the  ascertained  profit 
will  be  credited  to  the  proprietor  of  the  business.  Frequently  this  will  be 
carried  to  the  Capital  Account  of  the  proprietor,  but  it  is  preferable  to 
keep  the  Capital  Account  fixed,  and  deal  with  profits  and  drawings 
through  a  separate  Current  Account. 

ILLUSTRATION- 

Heiiry  Williams  commenced  business  on   1st  February,   1920,  with  Cash  at  Bank  £600. 
The  following  transactions  took  place  during  the  month  : — 
1920. 

Feb.    1.     Bought  Goods  from  W,  Martin       

Purchased  Warehouse  Fittings 

„        2.     Sold  Goods  to  T.  Crown       

Drew  Cheque  for  Petty  Cash  

,..        3.     Paid  W.  Martin  on  Account 

4.     Sold  Goods  to  W.  Wilson     

„        5.     Received  Cheque  from  T.  Crown     

Allowed  him  Discount 
,,       6.     Paid  Wages       


£ 

s. 

d. 

250 

0 

0 

40 

0 

0 

80 

0 

0 

20 

0 

0 

150 

0 

0 

100 

0 

0 

77 

0 

0 

3 

0 

0 

4 

0 

0 
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Feb.    8.     Bought  Goods  for  Cash         

9.     Sold  Goods  to  L.  Robinson    ... 

10.  Purchased  Goods  from  F.  Pearson 

11.  Paid  W.  Martin  in  settlcincnt 
Allowed  Discount  by  him     

12.  Paid  Carriage  on  Goods  Purchased 

13.  Paid  Wages      

14.  Bought  Goods  from  W.  Martin     ... 

15.  „  „      for  Cash        

16.  Sold  Goods  to  W.  Wilson     

17.  W.  Wilson  paid  on  Account 

18.  Purchased  Goods  from  H.  Wood     ... 

19.  Sold  Goods  for  Cash  

20.  Paid  Wages       

21.  Sent  Cheque  to  H.  Wood     

Allowed  Discount  by  him     ... 

22.  Sold  Goods  to  T.  Crown        

23.  Bought  Goods  from  W.  Martin     ... 

24.  Bought  Goods  for  Cash         

25.  Sent  Cheque  on  Account  to  W.  Martin 

26.  T.  Crown  paid  on  Account 

27.  Paid  Wages       

218.     Paid  Electric  Lighting  Account 

,,     Rent  

H.  Williams  drew  for  personal  use 
Petty  Cash  Kxpenditure  for  the  Month 

Purchases  £4     1     7 

General  Expenses  7    18 

Carriage  Outwards  :)     2    0 

Stock  on  Hand,  £325. 

Enter  the  above  transactions  into  the  proper  books  of  Prime  Entry 
Prepare  Trial  Balance,  Trading  and  Profit  and  Lost  Account  and  Balanoe 


£ 

SO 

170 

130 

95 

5 

2 

4 

150 

40 

180 

200 

76 

80 

4 

72 

3 

130 

240 

73 

200 

100 

4 

5 

8 

15 


8.     d. 

0    0 


and  post  to  Ledgar. 
Shaei. 
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Date. 

r 

Particulara. 

Fo. 

Amount. 

1930. 

Feb.  2 

..      4 

:;  il 

i 

14 
15 
16 
15 
14 

£      3.   d. 
80     0     0 

1.    w    Wilson    . 

100     0     0 

L.  Robinson 
W    Wilson  .. 

170     0     0 
180     0     0 

130     0     0 

£660     0     0 

Fo.  3 

BOUGHT  DAY  BOOK. 

Date. 

Particulars. 

Fo. 

Amount. 

1920. 
Feb.  1 
..    10 
„    14 
„     18 
„     23 

W.  Martin  .. 
F.  Pearson.. 
W.  Martin  .. 
H.  Wood    .. 
W.  Martin  . . 

::     ::     ::     ::     ::     :.'     ::     : 

17 

11 

19 
17 

£     s.  d. 
250    0    0 
130     0     0 
150     0     0 

75     0     0 
240     0     0 

£845     0     0 

Fo.  4 

LEDGER. 


Dr. 

Fo.  1. 

CAPITAL  ACCOUNT. 

Cr. 

1920. 
Feb.    1     By  Cash 

C.B.I 

£      s.  d. 
500     0     0 

Dr, 

Fo.  2. 

CURRENT  ACCOUNT. 

Cr. 

1920. 
Feb.  28 

To  Cash 

C.B.  1 

£    s.    d. 
15     0     0  1 
21  15     2 

1 

1920. 
Feb.  28 

Mar.     1 

By  Net  Profit  . . 
By  Balance 

L.20 

£    s.    d. 
36  15     2 

„  Balance 

£36  15     2  ! 

£36   15     2 

£21   15     2 

Dr. 

Fo.  3. 

SALES. 

Cr. 

1920. 
Feb.  28 

To  Trading  Account     . . 

L.20 

i      £     s.    d. 

740     0     0 

1920. 
Feb.  19 

M      28 

By  Cash 
„   Sundries      .. 

C.B.  1 
8.D.B.  1 

£    8.    d. 

80     0     0 

660     0     0 

£740     0     0 

£740     0     0 

1 

Dr. 


Fo.  4. 


PURCHASES. 


Cr. 


1920. 
Feb.    8 

To  Cash 

C.B.  1 

£    8.    d. 
80     0     0 
40     0     0 
73     0     0 
4     1     7 
845     0     0 

1920. 
Feb.  28 

By  Trading  Account  . . 

L.20 

£     8.    d. 
992     1     7 

„     15 
„     24 
,,     28 

•I      tt 

"  Petty  Cash    '.'.         '.'. 
„  Sundries 

L."l2 
B.D.B.  1 

£992     1     7 

£992     1      7 

. 

§13.] 
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1920. 

Feb.     6 

To  Cash  .. 

..     IS 

» 

„     20 

„      „ 

..     27 

£  s.  d.  i    ino.  I 

C.B.  1  4  0  O       F.'h    9A  1    nv 

4  0  « 

4  0  (• 

4  0  u 


PfoftiaadLonA/e  !      L.to 


£1«     0     0 


Dr. 


Feb.  12 
.,     28 


Fo.  6. 


To  Caah C.B.  1 

„  Petty  Cash    . .  L.  12 


CARRIAGE. 


Dr. 

Fo.  7. 

LIGHTING. 

1020. 
Feb.  28 

To  C««h 

C.B.  1 

£     «.   d. 
5     «l     0    , 

1020. 
Feb.  28      B: 

i 

25 


Ct. 


£    •.   d. 

18     0     0 


£18    0     0 


Ct. 


£      9.    d. 

2     0     0 
8     2     0 

loau. 
Feb.  28 

By  Profit  and  horn  A/e 

L.tO 

£     ».   d. 

s   :   0 

£•■4     2     0  1 

£S    t    0 

1 

Or. 


£     II.   d. 
son 


Dr. 

Fo.  8. 

RENT. 

Or. 

11W0. 
Feb.  28 

To  Caah  .. 

i 

C.B    1 

£     ».    «I.         1920. 
«     o     o       Feb.  28 

By  Profit  and  IxM  A  c 

L.  » 

<   V  d. 

8     0     (• 

Dr. 

Fo.  9. 

DISCOUNT. 

Ct, 

I«i0. 
Feb.    28 

To  Sundries 
.,  Profit  and  Lom  A/c 

1 

L.20 

1 

£    •.  d.  j 
8    0    0 
6    0     0  1 

ino. 

F«b.  24 

BjrSoMita    .. 

ai.1 

£    ft.  d. 

8    0    0 

£8    0     0  ' 

£8    0    0 

Dr. 

Fo.  10.               GENERAL  EXPENSES.                                                   <> 

tow 

Feb.  28 

£     •.   d. 
ToPeUyCai>)>                       \    \1             7     18 

lOSO.                                                                         £    •>  <i. 
lab.  28     By  Profit  and  Um  A/e        L.flO             7    1    8 

Dr. 

Fo.  11. 

W  M;!;i!()rsK  FITTINGS. 

Cr. 

lOflO 
Feb.     1 

ToCaiai  .. 

1       £    a.    d. 
C.B.  1     1       40     0     0  t 

1 

Dr. 

Fo.  12. 

PETTY  CASH. 

Cr. 

rjr. 

ToCmUi 
ToBritaft 

£    a.    d. 

(Ml              »     0     0 

>s% 

Ts-;:  ;; 

V. 

1^4. 

7  1     8 

8  t     0 

4   t   r 
hi%  t 

£t0    0    0 

f  in    n    0 

Mnr.    1 

tt  It   s  1 
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Cr. 


IMO. 
Feb.  28 


To  Trading  Account 


£     B.    d. 
L.  20  325    0    0 


J>r. 


Fo.  14. 


T.  CROWN. 


Ct, 


1920. 

Feb.    2 

„     22 

To  Goods 
ti       II 

To  Balance 

S.D.B.  1 

£       8.     d. 

80     0     0 

130     0     0 

1920. 
Feb.     5 
,.     26 

„      28 

By  Cash  and  Discount 
„   Casli 
„   Balance 

C.B.I 

£     8.    d. 

80    0    0 

100     0     0 

30     0    0 

£210     0     0 

£210     0     0 

Mar.    1 

£80     0     0 

Dr. 


Fo.  15. 


W.  WILSON. 


Cr. 


1920. 
Feb.     4      To  Goods 
„     16        ..       .. 


Mar.    1      To  Balance 


S.D.B.  1 


£ 

100 
180 

8. 
0 
0 

i 

d. 
0 
0 

1920. 
Feb.  17 

„      28 

£280 

0 

«' 

£80 

0 

o! 

By  Cash 
„   Balance 


C.B.I 


£     s.    d. 

200    0    0 

80    0    0 


£280     0     0 


Dr. 


Fo.  16. 


L.  ROBINSON. 


Cr. 


1920. 
Feb.     9 


To  Goods 


S.D.B.  1 


£      8.    d. 
170     0     0 


Dr. 


Fo.  17. 


W.  MARTIN. 


Cr. 


1920. 
Feb.  3 
,.  11 
,1  25 
.1       28 


To  Cash C.B.  1 

„  Cash  and  Discount  „ 

11  Cash „ 

,,  Balance 


£ 

8. 

1 
d.  1 

1920.     1 

150 

0 

0  ! 

Feb.     1 

100 

0 

0   ' 

„       14 

200 

0 

0 

„       23 

190 

0 

0  ! 

Mar.     1 

:640 

0 

ol 

By  Goods 


By  Balance 


B.D.B.  1 


£  s.  d. 

250  0  0 

150  0  0 

240  0  0 


i  £640     0     0 
£190     0     0 


Dr. 

Fo.  18. 

F.  PEARSON. 

Cr. 

!      1920. 
Feb.  10 

By  Goods 

B.D.B.  1 

£     8.  d. 
130     0     0 

Dr. 

Fo.  19. 

H.  WOOD. 

Cr. 

1920. 
Feb.  21 

To  Cash  and  Discount 

C.B.  1 

£    8.  d. 
75     0     0 

1      1920. 
Feb.  18 

By  Goods 

B.D.B.  1 

£     8.    d. 

75     0     0 

§13.] 
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TRIAL  BALANCE. 


Fo. 


Dr. 


Cr. 


1 
2 
3 
4 
5 
6 
7 
8 
0 
10 

11 

12 
C.B.  1 
17 
18 
14 
15 
16 


Capital  Account 
Current  Account 
Sales 
Purchases 
Wages      . . 
Carriage  .. 
LigliUug  . . 
Rent 

Discount . . 
General  Expenses 
Warehouse  Fittings 
Petty  Cash 
Cash  at  Bunk    .. 
W.  Martin 
F.  Pearson 
T.  Crown 
W.  Wilson 
L.  Robinson 


1       « 

•. 

d. 

£      t.  d. 
SOO    0     0 

1ft 

0 

0 

740     0     0 

9M 

1 

7 

16 

0 

0 

5 

t 

0 

6 

0 

0 

8 

0 

0 

ft    0    0 

7 

1 

s 

40 

0 

0 

5 

16 

t 

101 

0 

0 

190    0    0 
ISO     0     0 

.10 

0 

0 

80 

0 

0 

170 

0 

0 

£1.&65 

0 

0 

£1.MS    0     0 

Dr. 


P'o.  20. 


TRADING  AND  PROFIT  AND  LOSS  ACCOUNT 
FOR  Month  ending  28th  February,  1920. 


To  Purchases  

,.   Balance,  being  Gross  Profit    ., 


L.  4 


To  Wages L.  5 

„  Carriage L.  6 

„   Lighting L.  7 

,.   Rent        L.  8 

„   General  Expenses  L.  10 
„   Net  Profit,  carried  to  Current  | 

Account        '  L.  2 


£      s.   cl. 

M2     1     7 

72  18     5 


£1,065     0     0 


8.   d. 

0     0 


36  15     2 


£77  18     5 


Cr, 


By  Sales 

„   Stock,  28th  Feb..  102U 

By  Gross  Profit     . 
.,   Discount          

L.    3 
L.  IS 

L.    » 

£      s.  d. 
740     0     0 
SS5     0     0 

CljDM    0     0 

£     a.   d. 

72  IS     ft 

ft    0     0 

£77  18     ft 

BALANCE  SHEET 


Dr. 

28th  February.  1920. 

Or. 

„   i                       1 

.     £36  15    2 
1ft    0    0 

t    s.  d. 

600     0    0 

21  1ft    2 
820    0     0 

By  Warehonae  Ftttliigi 

„  Stock     ..    \r 

„    Sundry  Debtors.. 
..    Cash  at  Hank     . . 
„   Cash  In  hand     .. 

%%% 

S2ft    0    0 

280    0    0 

161     0    0 

ft  1ft    s 

„    Sundry  Creditors    . . 

•  • 

£841  16     2 

t»t\   |.%     2 
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CHAPTER  11. 


CASH    BOOKS,   &c. 

§  1  — Form   of   Cash    Book   for   mixed   Cash    and    Bank   trans- 
actions. 

Where  possible  all  money  received  should  be  paid  into  the  Bank, 
and  all  payments  made  by  Cheque,  for  this  minimises  the  risk  of  fraud. 
However,  this  is  not  always  convenient,  and  consequently  where  this 
principle  is  not  adopted  it  is  absolutely  essential  to  have  such  a  form  of 
Cash  Book  as  will  readily  show  at  any  time  the  balance  at  the  Bank 
and  the  cash  in  hand  or  in  the  *'  TilL" 


ILLUSTRATION- 


On  Ut  January,  1920,  the  following  amounts  wero  received  :~ 
Cheque  from  J.  Jonee  £20 ;    Discount  allowed  £1. 
Caoh  from  F.  Smith  £40 ;    Discount  allowed  £2. 
Dividend  on  investment  paid  direct  to  Bank  £10. 

And  the  following  payments  were  made: — 

Paid  T.  Robinson  by  cheque  £33 ;   Discount  allowed  £1  IQs. 

Drew  £20  from  Bank  for  cash. 

Paid  Wages  £18  from  cash. 

Private  drawings  of  partner  £10,  from  cash. 

Paid  £6ff  to  Bank. 

Record  the  above  transactions  in  a  convenient  form  of  Cash  Book,  the 
cash  balances  being  £20  in  hand  and  £300  at  the  bank. 


Dr. 


Cash. 


CONTftA. 


Or. 


V  u. 

F-^tl.--,. 

reiki. 

JDf»^ 

OMh. 

BMk. 

DM*. 

ByT.  Robluos... 

fMto. 

pio» 

OMk. 

ri.'a. 

IOOO 
IOOO 
SIOO 

It  0  0 

,^ 

ino 

Jm.  1 

.?  J.  JOMS 

..  r.  SMtih     .. 

„  Dir.  ffrooi  In* 

v«»iiiwni 
,.  BMik  ... 

T..  itelMlM 

ton. 

1 

J  •.a 
1  «  f 

S    0    fl 

MOO 

iooo 

IOOO 

sooo 

s..a. 

MOOO 

IOOO 
SIOO 

IMO 

Ooa. 
Om. 

I 

f&t 

S  •.<!. 

noo 
woo 

moo 

JtOO 
MOO 

1  10  0  idft  0  u  'ITS  0  0 

It  0  0 

i 
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The  Cash  column  on  the  Debit  side  records  the  Cash  paid  into  the 
Till  (which  may  of  course  include  cheques,  bank  notes,  coin,  postal  orders, 
or  in  fact  any  form  of  cash),  and  the  Credit  Cash  column  shows  the 
amounts  paid  out  in  cash,  either  in  settlement  of  an  account  or  to  pay 
money  into  the  Bank.  The  Bank  columns  record  the  transactions  with 
the  Bank.  Consequently  the  balance  of  the  Cash  columns  will  show  the 
Cash  in  hand  or  in  the  till  for  which  the  Cashier  is  responsible,  and  the 
balance  of  the  Bank  columns  the  amount  of  Cash  due  from  or  to  the 
Bank.  When  Cash  is  paid  into  the  Bank  the  Cash  column  will  be  credited 
and  the  Bank  column  debited,  thus  creating  a  contra  entry  which  will 
not  require  posting  on  either  side.  Similarly  w^hen  Cash  is  withdrawn 
from  the  Bank  the  Bank  column  will  be  credited  and  the  Cash  column 
debited. 


§  2. — Form  of  Cash    Book  when  all    Receipts   are   Banked  and 
all  Payments  made  by  Cheque. 

This  form  of  Cash  Book  is  so  simple  that  explanation  is  hardly 
necessary.  All  money  received  is  daily  paid  into  the  Bank,  the  details 
being  entered  in  a  detail  column,  and  the  total,  which  should  agree  with 
the  total  of  the  Paying-in  Book  for  the  particular  day,  being  extended 
into  the  Bank  column.  This  facilitates  the  calling  over  with  the  Bank 
Pass  Book.  As  all  payments  are  made  by  cheque,  no  Cash  payments 
whatever  are  recorded,  these  being  strictly  confined  to  the  Petty  Cash 
Book.  The  Detail  column  on  the  credit  side  is  merely  used  when  it  is 
necessary  to  split  up  a  cheque  under  several  headings. 


ILLUSTRATION- 

Br.  Cash. 


Contra. 


Cr, 


Date. 

~i920~ 
Janl. 


Particulars. 


To  Balance 
,,  J.  Jooes 
„   f .  Smith 


To  Balance 


Folio. 

Dis- 
count. 

Detail. 

Bank. 

Date. 

1920 
Jan.  1 

£ 

2    0    0 
1    0    0 

£  8.d. 

08  0  0 
■19  0  0 

£, 

£  s.  d. 

400  0  0 

147  0  0 

3    0    0 

547  0  0 

331  0  0 

Particulars. 


By  F.  Robinson 
,,"  Sundries — 
Salaries 
Pettj'  Cash 

By  Balance 


Folio. 


Dis- 
count. 

£  s.  d. 
4   0    0 


Detail. 
£,  s7d . 


16  0  0 
5  0  0 


Bank. 


£  8.  d. 
196  0  0 


20  0  0 
331  0  0 


547  0  0 
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§ :].— Discount. 

Discount  may  be  of  two  kinds — Trade  or  Cash. 

(a)  Trade  Discount  is  an  allowance  made  by  one  house  to  another 
in  the  same  trade,  usually  taking  the  form  of  a  fixed  percentage  oflF  the 
catalogue  or  list  price  of  each  article.  It  varies  greatly  in  diflferent 
trades,  and  even  on  different  articles  in  the  same  trade,  and  bears  no 
relation  to  the  payment  of  cash.  In  the  selling  firm's  books  it  should  be 
deducted  in  the  Sales  Day  Book,  and  in  the  purchasing  firm's  books  in 
the  Bought  Day  Book,  thus  not  entering  into  the  respective  ledgers  at  alL 

(b)  Cash  Discount  is  an  allowance  made  by  the  seller  to  the  purchaser 
in  consideration  of  the  latter  paying  his  account  promptly  or  within  a 
certain  specified  time — such  time  being  called  the  period  of  credit.  For 
the  record  of  this  discount  special  columns  are  inserted  on  each  side  of 
the  Cash  Book  (vide  previous  illustrations),  discount  payable  being 
recorded  on  the  debit,  and  discoimt  receivable  on  the  credit,  against  the 
item  of  cash  to  which  they  relate.  The  discount  will  then  be  posted 
with  the  cash  item  to  the  personal  account  concerned.  The  discount 
columns  will  be  cast  and  ruled  off  whenever  the  Cash*  Book  is  balanced, 
the  total  of  the  Debit  column  being  posted  to  the  debit  of  a  Discount 
Payable  Account,  and  the  total  of  the  Credit  column  to  the  credit  of 
a  Discount  Receivable  Accoimt  in  the  Impersonal  Ledger.  Sometimes, 
however,  both  items  are  posted  to  a  General  Discount  Account. 


§  k— Bank  Reconciliation  Statement. 

At  any  given  date,  it  seldom  happens  that  the  balance  of  tlir  ( '.i>h 
Book  exactly  agrees  with  the  balance  of  the  Bank  Pass  Book,  and  the 
reason  for  this  is  that  cheques  may  have  been  drawn  in  payment  of  acv 
counts  and  entered  in  the  Cash  Book,  which  have  not  yet  been  presented 
for  payment  by  the  payee,  or  being  country  or  foreign  cheques  have  not 
passed  through  the  Bank.  In  the  same  way,  cheques  may  have  been 
paid  into  the  Bank  and  entered  into  the  Cash  Book,  but  not  having  been 
cleared  no  credit  is  found  in  the  Pass  Book.     This  being  the  case,  it  is 
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necessary  to  make  a  Reconciliation  Statement  between  the  Cash  Book 
and  Pass  Book  as  follows : — Having  called  over  the  Cash  Book 
receipts  and  payments  ^vith  the  Pass  Book,  arid  observed  that  all  bank 
charges  have  been  entered  in  the  former,  the  items  not  ticked  on  either 
side  in  the  Cash  Book  will  represent  those  which  have  not  yet  passed 
through  the  Bank.  Having  made  a  list  of  these,  the  cheques  outstanding 
should  be  deducted  from  the  balance  of  the  Pass  Book,  and  the  items 
not  credited  added  ;  the  result  should  then  equal  the  balance  shown  by 
the  Cash  Book. 

ILLUSTRATION- 
RECONCILIATION    OF   BANK   PASS   BOOK   WITH    CASH    BOOK. 

Balance  as  per  Pass  Book        ,     £722    0    0 

i«M  Cheques  outstanding— Jones  £20    0    0      | 

Smith  33    0    0      ; 
Robinson 


Add  Amounts  not  credited— Black 
White 


70    0    0 


£40    0    0 
60    0    0 


Balance  as  per  Cash  Book 


122    0    0 


600    0    0 

100    0    0 


£700    0    0 


Note  to  Illusiration — 

If  there  is  an  overdraft  at  the  Bank,  the  cheques  outstanding  will  be  added,  and  the 
amounts  not  credited  deducted. 


§  5.— Petty  Cash  Book. 

The  best  form  of  Petty  Cash  Book  to  adopt  is  that  known  as  the 
^'  Columnar,"  an  example  of  which  follows  below.  The  Receipts  from 
the  Cash  Book  are  entered  in  the  Receipts  column  ;  the  Payments  are 
entered  first  into  a  Total  column,  and  then  extended  into  subsidiary 
columns  under  the  most  convenient  headings.  The  Totals  of  the  various 
columns  are  posted  at  each  balancing  period  to  the  debit  of  the  respective 
Impersonal  Accounts,  with  the  exception  of  the  "  Ledger  "  column, 
which  is  reserved  for  all  items  for  which  there  is  no  specific  subsidiary 
column,  such  items  being  posted  in  detail. 

In  such  a  case  there  is  no  necessity  to  keep  a  Petty  Cash  Account 
in  the  Impersonal  Ledger,  as  the  Petty  Cash  Book  is  regarded  as  forming 
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part  of  the  Double  Entry.  Frequently,  however,  a  Petty  Cash  Account 
is  opened  in  the  Impersonal  Ledger,  and  all  amounts  paid  to  the  Petty 
Cashier  debited  thereto.  At  regular  intervals  the  analysis  of  the  Petty 
Cash  Expenditiu-e  will  be  journalised,  the  Petty  Cash  Account  being 
credited  and  the  various  Expense  Accounts  debited.  In  this  manner 
the  Petty  Cash  Book  becomes  merely  a  Memorandum  Book,  and  forms 
no  part  of  the  Double  Entry. 


PETTY 

CASH   BOOK. 

^.5 

Dmu, 

Pakticvlacs. 

li 

4 

II 

1 

1 

fl 

0 

l-     n.    .1. 
10     U     0 

31 

1W>. 
Jan.  1  '  CMh- 

EnrelopM          

J.  Jones -Bristol  Rxpenses ... 

Offloel^amiture— Stool 
CiMiiiiiffCArpMs        

1 
S 

3 
4 

«  s.  d. 
IS    0 

a  10  6 

S    0    0 
IS    0 

17  e 

«    s.    d. 
S  10    « 

£   •.  d. 
IS    0 

£  s.   d. 
S    0    0 

£  •.  d. 

17    « 

£   •.  d. 
IS   • 

17 

7  IS   « 
S    7    6 

SIO    • 

It    0       2    o    0  i        17    fl 

IS    • 

9 

BiU»nee 

ItelMM» 

L.« 

L.Si 

Uio 

I..S1 

JM    0   0 

10    0    0 

a  1  •. 

§  6.— The  Imprest  System. 

This  phrase  is  applied  to  the  method  of  keeping  Cash  or  Petty  Cash, 
whereby  the  Cashier  is  started  with  a  fixed  sum,  and  at  each  balancing 
period  a  cheque  is  handed  him  for  the  exact  amount  of  his  disbursements, 
thus  bringing  up  the  balance  in  hand  to  the  original  figure  which  was 
the  starting  balance,  the  idea  being  in  the  case  of  Petty  Cash  that  the 
amount  of  the  periodical  disbursements  is  kept  prominently  before  the 
notice  of  a  responsible  official. 

The  system  is  of  particular  utility  where  the  Petty  Cashier  is  a 
separate  individual  from  the  Cashier.  The  Petty  Cash  Book,  whether 
it  forms  part  of  the  Double  Entry  or  is  merely  a  Record  Book,  should 
always  be  thoroughly  checked  when  expenditiure  is  reimbursed,  and 
should  be  ruled  off  or  initialled  up  to  that  point.     If  proper  supervision 
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is  exercised  over  the  Petty  Cashier,  the  responsible  official  can  always 
call  upon  him  to  produce  vouchers  for  unreimbursed  expenditure  and 
cash,  which  together  should  equal  the  amoiuit  of  the  imprest.  This 
may  have  the  effect  of  saving  a  considerable  amount  of  the-  responsible 
official's  time,  as  he  will  always  know  what  amount  ought  to  be 
accounted  for. 
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THE     JOURNAL. 

f  1. — The  Use  of  the  Journal. 
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CHAPTER  III. 


THE     JOURNAL. 

§  1.— The  Use  of  the  Journal. 

One  of  the  fundamental  rules  of  Double  Entry  is  that  no  items 
should  be  entered  in  the  Ledger  without  fu-st  passing  through  some 
book  of  prime  entry. 

Up  to  within  comparatively  recent  times  there  was  only  one  book 
of  prime  entry,  and  that  was  the  Journal,  through  which  all  entries  were 
passed  without  exception.  This  still  holds  good  to  a  large  extent  on 
the  Continent,  in  countries  where  the  Journal  is  legally  necessary  imder 
the  Code  Napoleon  ;  but  in  England,  under  modern  systems  of  Book- 
keeping, the  use  of  the  Journal  is  largely  dispensed  with,  its  place  being 
taken  by  separate  subsidiary  books  for  each  class  of  transaction,  e,g. 
Day  Books,  Bill  Books,  Returns  Books,  &c.  It  should  be  particularly 
noted,  however,  that  these  books  are  in  themselves  separate  Journals, 
and  the  principle,  as  far  as  the  Double  Entry  is  concerned,  remains  the 
same,  although  the  form  is  altered  to  reduce  the  amount  of  clerical  labour. 

The  use  of  the  Journal  is  now  practically  confined  to  recording — 

(1)  Transactions  for  which  there  is  no  specific  subsidiary  book 

of  prime  entry. 

(2)  Transfers. 

(3)  Adjusting  Entries. 

(4)  Opening  and  Closing  Entries. 

§  2.— The  Form  of  Journal  Entries. 

No  entry  should  be  made  in  the  Journal  without  an  adequate  ex- 
planation of  its  nature,  and  reference  to  any  books  or  documents  relating 
thereto.     Such  explanation  is  called  Narrative,     Unless  this  is  inserted 
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it  will  often  be  found  that  even  the  Book-keeper  has  forgotten  the  origin 
of  his  entry,  and  considerable  trouble  may  be  occasioned  thereby. 

In  addition  to  the  illustrations  given  below,  many  other  Journal 
entries  dealing  \vith  specific  subjects  will  be  found  throughout  this 
volume. 

ILLUSTRATION- 

Kecord  by  Journal  Entry  purchase  of  Gaa  Engine,  £300,  from  B.  Jones  &:  Co. 

JOURNAL. 


PUat  «nd  lUehliMiy  Aoooont 

To  fi.  JOOM  d  Oo.         

pardMM  of  one  Om  BnglM. 


Record  by  Journal  Entry  transfer  of  £50  from  B.  Jones  &  Co.*8  Acoouot  in  the  Boo^^l 
Ledger  to  their  Account  in  the  Sold  Ledger. 


JOURNAL. 


I     «.  d.    I    ft     •.  d. 
B.  JooM  A  Co.  . .  Dr.       BL  <7         M    0    0 

Tto_B.  JooM  A  Co.  . .  i    SL  SS     !  MOO 

•taif  Mmms  of  Bought  Lodger  Account  tratufvrred  to  Sold  Lodgar  <m 
Oootn  Aeeooat. 


Record  by  Journal  Entry  Interest  at  5  per  cent,  per  annum  for  one  year  on  A.  St  F.  8mith*t 
Capitals  of  £1,000  and  £600  respectively. 


UUntH  on  Capital  Aoooont 

To  Bnadry  Capital  AeeonnU- 


A.  Boyih— S  %  on  C1,000 
F.  BaUtb— 4  %  on  ftMO    . . 
Bates  tetarvM  at  ft  par  oant.  per  annum  for 
lilS.  on  Partam'  Oaplt^biraapaeUvaly. 


JOURNAL. 

the  year  ending  Sl«t  D«c«aih«V. 

Wi^i 

i     a.  d. 

ftO    0    0 
tft    0    0 

i:«M  ord  by  Journal  Entry  the  opening  entries  of  B.  Smith,  who  started  bnsiness  on 
1st  Jaonary,  19S0,  with  the  foUowInf  assets  and  lUbilities  :— 


ft  a.  d. 

DtlSora        ..  SOS  0    0 

..too  0    0 

..   ftSO  0    0 

..   HOO  0    0 

..    IM  0    S 
..•SOS 
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JOURNAL. 


1920. 
Jan.  1 

Sundries—                                                                                         Dr. 
To  Snndries— 
Sundry  Debtors 

Bills  Receivable        

Steele           

Cash 

Sundry  Creditors          

Bills  Payable 

B.  Smith :    Capital  Account 

Being  Asseta  and  LiabiIiUe8  as  at  this  date. 

£     8.  d. 

200    0    0 
100    0    0 
800     0     0 
500     0     0 

£      8.    d. 

150     0     0 

50     0     0 

1,400     0     0 

£1,600     0     0 

£1,600     0     0 

§:3.— Day  Books. 

In  order  to  minimise  the  labour  which  would  otherwise  be  involved 
in  journaHsing  each  transaction,  various  separate  books  are  kept  as  stated 
in  §  1,  for  the  purpose  of  recording  particular  classes  of  transactions. 

Of  these  the  most  important  are  the  Bought  and  Sold  Day  Books, 
utilised  for  recording  Purchases  and  Sales  of  the  business. 

The  following  is  a  suitable  ruling  for  a  Bought  Day  Book  : — 

BOUGHT  DAY  BOOK. 


Ledger 
Folio. 

Invoice 
No. 

Particulars. 

Details. 

Amount. 

B02 

18 

1st  January,  1920. 
A.  WUson, 

Loughborough. 

2  cwt.  Souchong  at  Is 

1  cwt.  Cocoa  at  2s.           

£      8.      d. 

11      4      0 
11       4       0 

£      s.      d. 
22      8      0 

The  various  items  entered  in  the  Bought  Day  Book  will  be  posted 
to  the  credit  of  the  person  named,  and  periodically  the  double  entry  will 
be  completed  by  posting  the  total  of  the  book  to  the  debit  of  Purchases 
Account. 

The  various  items  entered  in  the  Sales  Day  Book  will  be  posted  to 
the  debit  of  the  person  named,  and  periodically  the  double  entry  will 
be  completed  by  posting  the  total  of  the  book  to  the  credit  of  Sales 
Account. 
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ILLUSTRATION— 

A.  Jones,  of  London,  sold  to  S.  Smith  10  bioyoles  at  10  guineas  each,  subject  to  20  per 
cent,  trade  discount,  and  three  extra  parts  at  lOs.  each  net. 

Make  out  an  invoice  subject  to  5  per  cent,  discount  cash  in  one  month,  and  show  the 
entry  in  the  Sold  Day  Book. 


S.  Sinxn. 


INVOICE. 


Dr.  TO  A.  Jones. 


Terms :    5  %  Cash  at  one  month. 


To  10  Bicycles  at  £10  10s. 

Lett  Trade  Discount  20  % 

3  extra  parts  lOs.  net 


E.  k,  O.  E. 


London, 
Date. 


£        8.     d. 

105     0    0 
21     0    0 

£    s.   d. 

84     0    0 
1   10    0 

£85  10    0 

SOLD   DAY   BOOK. 

• 

vac 

No.  ol 
iBVOiM. 

PtftiottUn. 

D«UU^ 

.««u 

A  401 

IM 

8.  oBnO. 

10  BlejrdM  at  CIO  10« 
Um  Ttw\»  Dtoooont        

t  «rtn  puts  St  lOi.           

£10ft 
tl 

i     s.     «. 

•4      0      0 
1     10      0 

«     S.      4. 

•• 

••     10      0 

§  4.— Columnar  Journals. 

It  is  frequently  convenient  to  have  a  form  of  Bought  Journal  that 
will  record  all  invoices  received  by  a  business,  whether  they  relate  to 
purchases  or  expenses. 

A  total  column  is  providedt  and  as  many  subsidiary  columns  at 
are  necessary  under  the  circumstances.      BUk^h  invoice  will  be  entered 
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in  the  total  column  and  posted  to  the  credit  of  the  creditor,  and  the 
amount  extended  into  the  proper  subsidiary  column  or  columns.  The 
totals  of  these  wall  be  posted  to  the  debit  of  the  respective  Impersonal 
Accounts  periodically. 

The  following  is  a  suitable  ruling  of  such  a  book  : — 


COLUMNAR   BOUGHT  JOURNAL. 


Mo. 


Ptetiealan. 


Fo. 

Total 

PurchMes. 

Freight. 

Trade  Bxps. 

Ledger. 

1 

1 

To. 


The  Ledger  column  is  utilised  for  special  items  where  no  specific 
column  is  provided.  This  column  is  posted  in  detail  and  not  in  total, 
as  are  the  other  columns. 

Similar  forms  can  be  used  for  Sales  Journals,  Returns  Books  and 
the  like,  where  it  is  desired  to  split  up  the  items  imder  different  headings. 

This  is  more  particularly  dealt  with  in  the  Chapter  dealing  with 
Departmental  Accounts. 


§  5. — The  Rectification  of  Errors  through  the  Journal. 

It  is  desirable  where  possible  to  journalise  entries  made  to  adjust 
errors  in  posting,  since  by  so  doing  the  causes  which  led  to  the  adjusting 
entry  being  made  will  be  recorded. 
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illustration- 
How  would  the  following  errors  in  the  books  of  a  business  affect  the  aooounts  of  the  samef 
Show  corrective  Journal  entries :  — 

£35    0    0     for  goods  sold  to  H.  Jones  posted  to  the  debit  of  Charges. 

63    1     2    cash  posted  to  the  credit  of  H.  Brown,  a  partner,  instead  of  to  H.  Brown, 

a  customer. 

12     1     9     posted  to  OflBce  Expenses  for  the  purchase  of  a  safe. 

15    6    posted  to  debit  of  Stationery,  instead  of  to  T.  Wildsmith  in  payment  of 

his  account. 

39     1     7     for  wages  to  workmen  for  erecting  the  firm's  new  machinery,  charged  to 
Wages  Account. 

30    0    0    cost  of  repairing  roof  of  a  shed,  charged  to  Buildings  Account. 


JOURNAL. 


n.  Jones            

Dr. 

&t^ 

i    s.  «.      * 

Sft    0    0 

Being  transfer  of  amount  posted  to  debit  of  Charges  in  error. 

H.  Brown,  Current  Account  ..         ..         ..         ..         ..                     ..         ..       Dr. 

To  H.  Brown 

Being  transfer  of  amount  posted  to  credit  of  H.  Brown's  Current  Account  in  error,  j 

es    1    2 

es    1    • 

OflSce  Furniture            Dr. 

To  Office  Expenses 

Being  transfer  of  charge  to  Furniture  Account  for  Safe  posted  to  Office  Expenses 
Account  In  error. 

IS    1    • 

IS     1     9 

T.  Wildsmith 

To  Stationery 

Being  transfer  of  amount  posted  to  Stationery  Account  in  error. 


Dr. 


1     &    6 


1     &    6 


Plant  and  Machinery 

To  Wa^es  

Being  Wages  incurred  in  erecting  new  Machinery. 


Dr. 


1     7 


M    1    r 


Aepairs 

To  Buildings 

Being  cost  of  repairing  roof  of  Shed  charged  to  Buildings  Aooount  in  error. 


0    0 


MOO 


The  rectification  of  these  errors  will  increase  the  profit  by  £67  Ss.  lOd. 
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SYNOPSIS  OF  CHAPTER  IV. 


DEPRECIATION,  RESERVES,  SINKING   FUNDS,  &c. 

§  1. — Definition   of   Depreciation,  and   considerations   necessary   to   determine   its 
Rate. 

2. — The  necessity  of  providing  for  Depreciation. 

3. — The  principal  methods  of  providing  for  Depreciation. 
(a)  The  Fixed  Instalment  System. 
(6)  The  Reducing  Instalment  System, 
(c)  The  Annuity  System. 
{d)  The  Depreciation  Fund  System. 
(«)  The  Insurance  Policy  System. 
(/)   Revaluation. 

4. — The  Treatment  of  Repairs,  Renewals  and  Replacements. 

6. — Definition  of  Reserve  and  Reserve  Fund. 

6. — Reserves  for  Bad  Debts. 

(o)  By  reserving  on  each  Doubtful  Debt. 
(6)  By  the  Percentage  System. 

7. — Reserves  for  Discounts. 

8. — The  Operation  of  Sinking  Funds  for  the  Repayment  of  Loans. 

9. — ^The  Operation  of  Insurance  Funds  in  Steamship  Companies'  Accounts. 
10. — Secret  Reserves. 
1 1 . — Outstanding  Liabilities. 
12. — Payments  in  Advance. 
13.— Suspense  Accounts. 
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CHAPTER   IV. 


DEPRECIATION,  RESERVES,  SINKING    FUNDS,  &c. 

§  1.  -Definition  of  Depreciation,  and  the  considerations  neces- 
sary  to  determine  its  Rate. 

Depreciation  is  the  shrinkage  in  value  of  an  asset  from  any  cause 
during  a  given  period. 

It  may  be  divided  broadly  into  two  classes — 

(a)  Internal. 

(b)  External. 

Internal  depreciation  is  that  arising  from  the  operation  of  any 
cause  natural  to  or  inherent  in  the  asset  itself,  e.g.  wear  and  tear  in  the 
case  of  Plant  and  Machinery. 

External  depreciation  is  that  arising  from  the  operation  of  foroee 
apart  from  the  asset  itself,  e.g.  obsolescence  in  the  case  of  Plant  and 
Machinery ;  effluxion  of  time  in  the  case  of  a  Lease. 

In  estimating  the  average  life  of  any  asset  in  order  to  fix  a  rate  of 
depreciation,  the  various  forces  operating  to  cause  depreciation  must  be 
carefully  distinguished.  It  is  usually  possible  to  forecast  the  internal 
depreciation,  such  as  wear  and  tear,  with  reasonable  correctness,  given 
the  necessary  experience  and  knowledge  of  the  business  concerned ;  but 
the  external  forces  (apart  from  effluxion  of  time,  which  can  of  course 
be  calcidated  most  exactly  of  all)  are  usually  so  erratic  and  variable  in 
their  natiu*e  that  in  many  cases  they  are  ignored  until  the  actual  loss 
caused  thereby  has  been  ascertained. 

The  term  depreciation  is  usually  understood  to  convey  permanent 
shrinkage  in  value,  temporary  shrinkage  being  termed  fluctuation. 
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§  2  —The  Necessity  of  Providing  for  Depreciation. 

Depreciation,  being  a  loss  incident  to  the  holding  of  certain  assets 
for  the  purpose  of  earning  income,  should  clearly  be  set  off  against  such 
income  as  a  working  expense  before  the  balance  of  divisible  profit  can 
be  arrived  at. 

If  the  whole  of  the  profits  are  withdrawn  without  providing  for  this 
loss,  moneys  will  not  have  been  accumulated  out  of  revenue  during  the 
life  of  the  asset  for  the  purpose  of  replacing  the  same,  and  consequently, 
when  that  becomes  necessary  new  capital  will  have  to  be  found  in  order 
to  do  so. 

Unless  provision  is  made  for  depreciation  the  Balance  Sheet  cannot 
be  said  to  represent  a  true  and  correct  view  of  the  state  of  affairs. 

It  is  not  considered  necessary  to  discuss  the  question  of  Depreciation 
from  a  legal  point  of  view  as  affecting  limited  companies,  as  this  is  outside 
the  scope  of  the  present  volume.  The  matter  is  here  dealt  with  from  a 
point  of  view  of  financial  prudence.  The  contention  is  that  depreciation, 
taking  place  as  it  does  irrespective  of  the  results  of  the  business,  should 
be  recorded  in  the  books  just  as  much  as  any  other  transaction,  if  those 
books  are  to  show  the  true  facts  of  the  case. 


§  3— The  Principal  Methods  of  Providing  for  Depreciation. 

(a)  The  Fixed  Instalment  System  ; 

Whereby  a  fixed  rate  per  cent,  on  the  original  cost  of  the  asset  is 
\^Titten  off  each  year  so  as  to  reduce  the  asset  to  nil  or  break-up  value 
at  the  end  of  its  life,  repairs  and  small  renewals  being  charged  to  Revenue. 

The  method  is  used  in  the  case  of  short  Leases;  it  is  not,  however, 
scientific  for  such  terminable  assets,  in  connection  with  which  the 
expiration  of  the  Capital  Value  is  more  correctly  determined  by  the 
Annuity  method  referred  to  in  §  3  (c). 

Although  the  Reducing  Instalment  system  is  most  frequently 
employed  in  connection  with  Plant  and  Machinery,  there  can  be  no  doubt 
that  the  Fixed  Instalment,  or  "  Straight  Line  "  method  is  the  safest  to 
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employ;    the  only   difficulty   in   applying  it  being  the  calculation  of 
depreciation  on  additions. 

In  order  to  calculate  the  depreciation  charge  under  this  system  it  is 
necessary  to  classify  the  machinery  under  effective  life  periods,  separate 
accounts  being  utilised  for  each  group  having  the  same  expectation  of 
time  of  utility.  The  way  in  which  the  depreciation  charge  is  ascertained 
and  the  asset  account  kept,  is  shown  in  the  following  illustration. 

ILLUSTRATION- 

Machinery  and  Plant,  Class  A,  of  ten  years  effective  life,  is  acquired  at  the  commeoeaneot 
of  the  year  1916  for  £4,000. 

Additions  are  made  at  the  commencement  of  the  years  1917  and  1918  of  the  value  of  £400 
and  £250  respectively. 

Show  the  Asset  Account  depreciated  by   10  per  cent,  per  annum,  and  show  how  tho 
depreciation  is  arrived  at. 

DEPRECIATION  RECORD. 
MACHINERY  AND  PLANT.    CLASS  A.     TEN  YEARS  LIPB. 


! 

1916.    1  1917.    1918. '  1919.  i  1920.  j  1921.  |  19SS.      Depndatlia. 

i* 

t 

lOia     Book  Value 

Depreciation         . .       , . . 

£             £      1      £           £           £            £ 
4.000                  '                         1 
400                   i                                        j 

£                    C 

lfl« 

1917      Book  Value                     ..1    8,600       400     i 
Depreciation         ..         ..        400     ,     40     ' 

440 

lfl7 

1»18      Book  Value 
1  Depreciation 

3,200        380        250 
400     1     40          25 

4M 

ItM 

W19     Book  Value 

2,800     ]  320        226 

^ 

Dr. 


MACHINERY  AND  PLANT. 
CLASS  A.  TEN  YEARS  LIFE. 


Cr. 


1910. 
Jan.     1 

To  Caah 

To  Balanoo    . . 
„   Caah  (AddiUoM) 

To  Balanoo     .. 
M   Caah  (AddlUont) 

To  lulnnce     .. 

£ 

4.000 

a. 
0 

d. 

0 

1910. 
Deo.  SI 

1917. 
Dm.  tl 

1910. 
Dm.  tl 

i      a.  4. 

wo    0    0 
MM    0    0 

£.4000 

0 

0 

C4;M0    0    0 

1917. 
Jan.    1 

i 

'•SX 

400 

0 
0 

d. 

0 
0 

Cad. 

£4,«M)0 

0 

0 

UM$    0    0 

1918. 
Jan.     1 

::      IS 

a. 

0 
0 

d. 

0 
0 

i     a.  4. 

«M    0    0 
S.S4S    0     0 

'     ri.Rio 

o 

0 

U.«|o     o     fl 

1919. 
Jan       I 

U.S4ft 

0 

0 
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Notes  to  Illustration. 

The  Depreciation  Record  is  not  a  Ledger  Account,  but  is  a  statistical  statement,  the 
computation  of  which  is  essential  if  the  depreciation  is  to  be  calculated  on  this  system.  The 
horizontal  depreciation  figures  are  totalled  in  the  last  column  thereon  and  the  figure  to  be 
journalised  will  be  found  therein. 

Where  the  additions  are  not  made  at  the  beginning  of  the  year,  which  will  usually  be  the 
case,  the  first  year's  charge  may  require  adjustment,  i.e.,  the  last  dated  column  may  require 
depreciation  to  be  calculated  for  part  of  a  year.  All  past  yearly  columns  will  however  subse- 
quently require  a  full  year's  charge. 

The  resulting  balances  on  the  statement  when  added  together  should  equal  the  balance 
on  the  Ledger  Account  concerned 


(b)   The  Reducing  Instalment  System  : 

Whereby  a  fixed  rate  per  cent,  on  the  diminishing  value  of  the  asset 
is  written  off  each  year,  so  as  to  reduce  the  asset  to  break-up  value  at  the 
end  of  its  life,  repairs  and  small  renewals  being  charged  to  revenue. 

This  method  is  commonly  used  for  Plant,  Fixtures,  Furniture,  &c. 
It  is  very  simple  in  operation,  and  the  total  charge  to  revenue  in  respect 
of  depreciation  and  repairs  is  more  level  each  year  than  under  method  (a), 
since  while  depreciation  is  heavy  in  the  early  years,  repairs  will  be  lighter, 
the  latter  increasing  as  the  former  grows  less  ;  whereas  under  (a)  the 
charge  for  depreciation  is  constant,  while  repairs  will  tend  to  increase. 
It  is  desirable,  however,  under  this  system,  to  re-value  from  time  to  time, 
to  ensure  the  effectiveness  of  the  rate  utilised. 


ILLUSTRATION- 

Balance  of  Plant  Account  at  Ist  January,  1917,  £1,726. 

Additions  during  1917  £321,  and  1918  £57. 

Depreciation  at  10  %  per  annum  on  the  Reducing  Instalment  System. 

Dr.  PLANT   ACCOUNT. 


Cr. 


1917. 
Jan.     ] 
Dec.  31 

To  Balance 

„   Additions 

To  Balance 

„  Additions 

To  Balance 

£     s.  d. 

1,726     0     0 

321     0     0 

1917. 
Dec.  31 

1918. 
Dec.  31 

By  Depn.  10%  on  £1,726  0  0 
„    Balance 

By  Depn.  10%  on  £1,874  8  0 
„   Balance 

£      8.   d. 

172  12     0 

1,874     8     0 

£2,047     0     0 

£2,047     0     0 

1918. 
Jan.     1 
Dec.  31 

£      s.   d. 

1,874     8     0 

57     0     0 

£      s.    d. 

187     8     9 

1,743  19     3 

£1,931     8     0 

£1,931     8     0 

1919. 
Jan.     1 

£1,743  19     3 
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(c)   The  Annuity  System  : 

Whereby  the  asset  is  regarded  as  earning  a  fixed  rate  of  interest, 
and  so  much  is  \vritten  off  each  year  as,  after  debiting  the  fixed  rate  per 
cent,  upon  the  diminishing  value,  will  reduce  the  asset  to  nil  at  the  end 
of  its  Hfe. 

This  is  the  most  scientific  system  when  investment  is  not  desired 
outside  the  business,  and  is  specially  applicable  to  cases  such  as  leases, 
where  no  additions  are  made  to  the  asset  during  its  life.  It  is  not 
generally  used  for  plant,  since  when  additions  are  made  from  time  to  time, 
these  would  at  once  necessitate  further  calculations. 

The  interest  debited  to  the  asset  account  will  be  credited  to  revenue, 
and  this  item  will  diminish  each  year  with  the  value  of  the  asset,  although 
the  amount  written  off  as  depreciation  remains  constant.  There  will, 
therefore,  be  an  increasing  net  charge  to  revenue  in  respect  of  the  lease. 


ILLUSTRATION— 

Lease  costing  £600  for  term  of  five  years.     Depreciation  by  the  Annuity  Method  at  5  % 
per  annum. 


Dr. 


LEASE  ACCOUNT. 


1016. 
Jul.     1 
Dec.  81 

ToCa«b          

„  Interest  at  5%    .. 

To  Balance 

„  Interest     

To  Balance 

„  Interest     

To  Balance 
.,  Interest 

To  Balance 
„  Interest 

£     s.  d. 

600    0    0 
:)0    0    0 

1         1016. 
Dec.  81 

1016. 
Dee.  81 

1017. 
Dec.  81 

1018. 
Dk.  81 

1010. 
Dec.  81 

£680    0    0 

1016. 
Jan.     1 
Dec.  31 

£      •.  d. 

401     8     6 

24  11     6 

£515  10  11 

1«17. 
Jan.     1 
Dec.  31 

£      ■.   d. 

377     8     6 

18  17     6 

csoe   »  10 

1918. 
Jan.     1 
Deo.  81 

£     a.  d. 

£57  14     4 

It  17     9 

£270  IS     1 

1010. 
Jan.     1 
Dec.  81 

£      a.  d. 

1S«    0    7 

6  IS    0 

£18S  IS    7    ' 

By  DmelaUoii 


By 


Depredatkw 
BalaDce 


By 


CV. 


.. 

£     a.  4. 

188  11     • 
401     «     • 

£•80    •    • 

. 

a.  d. 
188  II     f 

ttU  10  II 

;     :: 

£     a.  d. 

188  II     8 
S87  14     4 

£888     8  10 

.. 

£     a.  d. 
188  II     0 
18S    0    ? 

>•     •• 

ttl«  IS     1 

..     .. 

.t.  A  \ 

£188  If    7 

Note  —The  annnid  wnoimt  of  depreclmtion  under  thio  tytt^n  U  calculated  from  actuarial 
tables  compUed  for  the  purpose.  There  wiU  usually  be  diflmnoea  arising  from  fractious  of  a 
penny  which  will  be  adjusted  in  the  last  year. 
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Dr. 


DEPRECIATION   AND   INTEREST   ACCOUNT. 


Cr. 


1915. 
rec.31 

To  Depreciation 
To  Depreciation 
To  Depreciation 
To  Depreciation 
To  Depreciation 

£     8.  d. 
138  11    6 

1915. 
Dec.  31 

1916. 
Dec.  31 

1917. 
Dec.  31 

1918. 
Dec.  31 

1919. 
Dec.  31 

By  Interest 
„    P.  &  L 

By  Interest 
„    P.  &  L 

By  Interest 
„    P.  &L 

By  Interest 
„   P.  &  L 

By  Interest 
„    P.  &  L 

£     s.  d. 

30     0     0 

108  11     « 

£138  11     6 

£138  11     6 

1916. 
Dec.  31 

£      8.   d.     1 
138  11     6 

£      8.    d. 

24    ;1     5 

lU     0     1 

£138  11     6 

£138  11     6 

1917. 
Dee.  81 

£      s.  d. 
138  11     6 

£      8.   d. 

18  17     5 

119  14     1 

£138  11     6 

£138  11     0 

1918. 
Dec.  31 

£      8.   d. 
138  11     6 

£      B.   d. 

12  17     9 

125  13     9 

£138  11     6 

£138  11     6 

1919. 
Dec.  31 

£       8.    d. 
138  12     7 

£       8.    d. 

6  12     0 

132     0     7 

£138  12     7 

£138  12     7 

Note. — In  practice  this  account  might  not  be  used,  depreciation  and  interest  being  debited 
and  credited  respectively  to  their  separate  accounts,  but  it  is  shown  here  in  order  to  illustrate 
the  increasing  charge  each  year  to  Profit  and  Loss. 


(d)   The  Depreciation  Fund  System : 

Whereby  an  equal  amount  is  debited  to  the  Profit  and  Loss  Account 
each  year,  and  credited  to  a  Depreciation  Fund  Account,  and  an  equivalent 
amount  of  cash  is  invested  outside  the  business  in  gilt-edged  securities, 
and  allowed  to  accumulate  at  compound  interest  so  as  to  produce  the 
required  amount  at  the  completion  of  a  given  number  of  years. 


This  system  is  adopted  where  it  is  necessary  to  replace  the  asset  at 
the  end  of  its  Ufe,  and  to  provide  moneys  outside  the  business  for  such 
purpose.  This  will  avoid  any  disturbance  of  the  financial  position,  such 
as  might  occur  if  large  sums  had  to  be  withdrawn  from  the  business  at 
any  particular  moment. 
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ILLUSTRATION - 

Lease  costing  £2,091  16s.  3d.  for  term  of  four  years.     DeprecUtion  by  the  DepreeUtioi 

Fund  System  at  3  %  per  annum. 


Dr. 


DEPRECIATION  FUND  ACCOUNT. 


Or, 


1910. 
Dec.  31 


1917. 
Dec.  »1 


1918. 
Dec.  31 


1919. 
Feb.     7 


To  Balance 


To  Balance 


To  Balance 


To  Lease  % 


£     s.    d. 
1,015    0    0 


£1,015     0     0 


£     B.  d. 

1,545     0     0 


£1.545     9     0 


£      8.    d. 
2,091  10     3 


£2,091   10     8 


£      8.    d. 
2,091   10     3 


1915. 
Dec.  81 

1916. 
Dec.  81 


1917. 
Jan.  1 
Dec.  81 


1918. 
Jan.  1 
Dec.  81 


1919. 
Jan.     1 


Br  P.  A  L.  % 

„    Cash:  Intereet 
..    P.  A  L.  % 


By  Balance 
„    Cash :  Intereift 
M    P.  A  L.  % 


By  Balance 
„    Cadi:  Interest 
„    P.  ±  L.  % 


By 


•.   4. 

0    • 


IS 
500 

0 
0 

0 
0 

il/)15 

0 

0 

.A 

500 

•• 
0 

• 

0 

d. 

0 

0 
0 

11,545 

• 

0 

C 
1.S45 
40 
500 

a. 
• 
7 
0 

d. 

0 

t 

0 

jasL 

16 

• 

c 

2,091 

a. 
16 

d. 

• 

Dr. 


INVESTMENT  ACCOUNT. 


Or. 


1915. 
Dec  81 

1910. 
Dec.  31 

To  Cash        

To  Balance 

„    Cash        

To  Balance 

„   Cash       

To  Balance 

£     a.  d. 

500     0     0 

515     0     0 

1016. 
Dee.  81 

1017. 
Dec.  31 

1018. 
Dec  81 

1010. 
fob.    T 

By  Balance      .. 

By  Balance 

By  Balaaet 

BfOMi 

^/n\% 

£1.015     0     0 

1917. 
Jan.     1 
Dec.  81 

£      s.   d. 
1,015     0     0 
530     0     0     1 

C     a.  4. 

1.5a   0  0 

£1.545     0     0     1 

tijka  0  0 

1918. 
Jan.     1 
Dec.  81 

£      a.   d.     1 
1.545     0     0 
540     7     S 

t     •.  4. 

MOI  16    1 

It.001  16     •     1 

n^ei  10   1 

1919. 
Jan.     1 

£     a.  d. 

2,001  16     t 

C     a.  d. 

Mil  16    6 

11,001  16    t 

•**>"*   » 

Dr. 


LEASE   ACCOUNT. 


1015. 
Jan.     1 


To  Balance 


f     a.  d. 

1,001  10     • 


1010. 


flOOl  16    6 


I    0.  4. 

%jm\  14    t 


•Mil  It  a 
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Dr.  NEW   LEASE   ACCOUNT.  Cr, 


1919.    ] 
Mar.     2       To  Cash 


£2.000     0     0 


Notes  to  Illustration. 

(1)  For  the  sake  of  simplicity  the  investments  have  been  taken  at  par,  and  interest  has 
been  brought  in  yearly,  without  deduction  of  Income  Tax,  and  invested  as  received. 

(2)  In  many  cases  instructions  are  given  to  the  Bank  of  England  to  reinvest  the  interest 
in  the  principal  stock  as  and  when  received,  in  which  cases  the  dividends  are  never 
actually  received,  a  book  entry  debiting  the  Investment  Account  and  crediting  the 
Depreciation  Fund  Account  being  made  to  record  the  transaction. 

(3)  In  practice  the  Investment  will  never  realise  exactly  the  book  value  owing  to  market 
fluctuations  which  have,  however,  in  this  case  been  ignored. 

(4)  The  Depreciation  Fund  Account  is  finally  disposed  of  by  transferring  the  balance 
to  the  Lease  Account,  thus  closing  both  accounts.  This  illustrates  the  fact  that  the 
provision  for  a  depreciation  fund  is  a  charge  against  profits,  and  not  an  appropriation 
thereof. 

(5)  Various  terms  are  utilised  in  place  of  the  phrase  Depreciation  Fund,  e.g.  Eedemption 
Fund,  Amortisation  Fund,  Sinking  Fund,  &c. 


(e)   The  Insurance  Policy  System  : 

Whereby  an  Endowment  Policy  is  taken  out  for  the  life  of  the  Lease 
so  as  to  produce  the  amount  required  at  the  end  of  the  particular  period. 

A  similar  procedure  is  followed  as  in  the  case  of  the  Depreciation 
Fund  System,  with  the  exception  that  the  cash  taken  out  of  the  business 
is  not  invested  in  gilt-edged  securities,  but  paid  over  by  way  of  premium 
to  an  Insurance  Company. 

It  is  advisable  that  the  "  Policy  Account  "  should  be  maintained  at 
the  surrender  value  thereof,  which  in  nearly  all  cases  is  the  amount  of 
the  premiums  paid  (plus  2  %  per  annum  compound  interest),  with  the 
exception  of  the  first  premium,  which  is  withheld  by  the  Insurance 
Company  to  cover  expenses. 

This  method  is  becoming  increasingly  popular  now  that  the  Insurance 
Companies  have  found  it  possible  to  give  such  favourable  terms,  for 
although  the  interest  is  lower  than  could  be  obtained  by  investing  in 
gilt-edged  securities,  there  is  no  risk  of  loss  on  realisation  as  there  is  under 
the  Depreciation  Fund  System. 
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When  the  policy  matures  a  greater  sum  will  be  received  than  that 
shown  in  the  books  to  the  debit  of  the  Policy  Account,  since  this  has  been 
maintained  at  the  surrender  value  only.  This  profit  vnW  be  debited  to 
the  PoHcy  Account  and  credited  to  the  Redemption  Fund  Account. 

(!)    Revaluation  : 

It  is  advisable  to  resort  to  this  method  of  ascertaining  the  amount 
of  depreciation  to  write  off  in  the  case  of  loose  Tools,  Plant  which  rapidly 
depreciates,  Live  Stock,  Patents,  Copyrights  and  similar  assets.  Shoidd 
the  revaluation  disclose  an  appreciation  brought  about  by  additions 
from  Revenue,  as  in  the  case  of  loose  Tools  and  Plant  in  an  Engineering 
business  (the  cost  of  which,  in  the  shape  of  materials  and  wages,  has  been 
charged  to  the  Trading  Account),  such  appreciation  should  be  carried  to 
the  credit  of  the  Trading  Account. 

Where  the  appreciation  has  not  been  brought  about  by  additions 
from  Revenue,  it  will  be  of  a  capital  nature,  and  if  taken  into  consideration 
at  all  should  be  placed  to  the  credit  of  a  Special  Reserve  Account. 


§  4— The  Treatment  of  Repairs,  Renewals  and  Replacements. 

In  considering  the  question  of  depreciation,  distinction  should  be 
made  between  the  cost  of  up-keep  in  the  shape  of  repairs  and  small 
renewals,  and  the  cost  of  large  renewab  or  the  entire  replacement  of 
the  asset  concerned. 

In  all  cases  the  cost  of  up-keep  should  be  charged  to  revenue  in 
addition  to  the  necessary  provision  for  depreciation.  The  latter  represent* 
a  shrinkage  in  the  value  of  the  asset  which  cannot  bo  made  good  by 
repairs,  but  must  ultimately  involve  the  expenditure  of  large  sums  on 
account  of  replacement.  The  annual  charge  of  depreciation  enables 
this  loss  to  be  spread  over  the  life  of  the  asset,  thus  preventing  the  revenue 
of  any  one  period  being  unduly  burdened  with  the  ooet  of  replacement 

Ii2 
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The  current  expenditure  by  way  of  repairs  is  necessary  to  preserve  the 
life  of  the  asset  to  the  extent  of  its  normal  duration,  this  being  the  basis 
upon  which  the  rate  of  depreciation  is  determined.  Consequently  it 
is  essential  that  the  cost  of  current  repairs  should  be  charged  to  revenue 
if  the  rate  of  depreciation  is  to  be  in  reality  adequate. 

In  the  case  of  large  renewals  and  replacements  the  book  value  of 
the  original  asset  should  have  been  reduced  to  nil  or  break-up  value 
by  the  time  such  expenditure  becomes  necessary,  if  the  rate  of  deprecia- 
tion provided  has  been  sufficient.  This  fact  determines  whether  such 
expenditure  can  be  justifiably  charged  to  capital. 

If  there  remains  any  book  value  over  and  above  break-up  value 
attaching  to  the  asset  to  be  replaced,  only  such  proportion  of  the  cost 
of  replacement  as  will  bring  the  book  value  of  the  asset  to  the  current 
cost  should  be  capitalised,  the  balance,  which  represents  accumulated 
depreciation  unprovided  for  in  the  past,  being  charged  to  revenue. 

It  is  important  to  consider  whether  it  is  necessary  to  provide  for 
future  expenditure  on  repairs  during  the  early  years  of  the  life  of  an 
asset,  when,  although  the  current  expenditure  is  comparatively  slight, 
it  is  known  that  the  expenditure  at  a  subsequent  period  will  be  con- 
siderable. Where  large  sums  are  involved,  the  best  method  is  to  estimate 
the  total  expenditure  on  repairs  during  the  life  of  the  asset,  and  to  average 
the  same  over  that  period.  This  will  be  done  by  raising  a  Maintenance 
Reserve  Account,  crediting  thereto  every  year  the  estimated  normal 
average  charge  which  will  be  debited  to  revenue.  The  actual  expen- 
diture as  and  when  it  is  made  will  be  debited  against  the  Maintenance 
Reserve  Account,  and  the  balance  of  that  account  carried  forward  in  the 
Balance  Sheet. 

It  may  happen  that  this  account  will  become  temporarily  in  debit 
owing  to  excessive  expenditure  in  any  one  period.  If  this  is  likely  to 
be  recouped  during  subsequent  periods,  it  can  be  carried  forward,  but 
care  should  be  taken  to  see  that  the  average  annual  charge  is  sufficient 
for  this  purpose. 
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Dilapidations  arising  under  a  lease  afford  an  illustration  of  expen- 
diture on  repairs  which  accrues  at  some  subsequent  period,  but  which 
it  is  nevertheless  advisable  to  provide  for  during  the  life  of  the  asset. 
The  most  convenient  method  of  doing  this  is  to  estimate  the  dilapida- 
tions, and  add  the  amount  arrived  at  to  the  cost  of  the  lease,  for  the 
purpose  of  calculating  the  amount  of  depreciation  which  should  be 
written  off  each  year,  thus  spreading  the  cost  of  the  dilapidations  over 
the  whole  period. 


§  5.— Definition  of  Reserve  and  Reserve  Fund. 

A  Reserve  is  an  amount  set  aside  out  of  profits  either  for  some  specific 
purpose,  such  as  to  provide  for  bad  debts,  or  for  the  general  purpose  of 
strengthening  the  business  by  way  of  accumulating  working  capital. 

A  Reserve  Fund  is  a  reserve  either  general  or  specific,  represented 
by  investments  outside  the  business.  Sinking  Funds,  Insurance  Funds* 
and  Depreciation  Funds  are  instances  of  specific  Reserve  Funds. 

It  should  be  noted  that  there  is  a  considerable  diversity  of  opinion 
as  to  the  exact  meaning  of  the  term  Reserve  Fund,  and  the  phrase  is 
frequently  used  where  there  are  no  specific  investments  representing 
such  fund  outside  the  business.  There  can  be  no  question,  hoi^-ever, 
that  the  use  of  the  word  "  Fund  "  is  generally  understood  to  imply  the 
corresponding  existence  of  assets  of  a  readily  realizable  nature,  and  in 
the  opinion  of  the  Authors  the  phrase  should  only  be  used  where  this 
is  the  case. 


Specific   Reserves   which   are   provided    against   anticipated   h 
should  be  treated  as  charges  on  the  profits,  whereas  General  Reserves 
should  be  regarded  as  appropriations  of  profit. 

Specific  Reserves  are  usually  shown  in  the  Balance  Sheet  by  way 
of  deductions  from  the  assets  against  which  they  are  made,  whereas 
General  Reserves  and  Reserve  Funds  are  shown  on  the  liabilities  side  of 
the  Balance  Sheet. 
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Actual  bad  debts  not  written  off  should  be  reserved  for  in  full. 
Doubtful  debts  may  be  provided  for  in  two  ways  : — 

(a)  By  Reserving  on  each  Doubtful  Debt. 

When  the  doubtful  debts  are  not  very  numerous  or  are  individually 
large  in  amount,  reserve  should  be  calculated  separately  on  each 
doubtful  debt,  and  the  amount  so  arrived  at  debited  to  Profit  and  Loss 
Account  and  credited  to  Bad  Debt  Reserve  Account. 

(b)  By  the  Percentage  System. 

In  other  cases  it  is  usual  to  reserve  by  way  of  percentage  on  the 
outstanding  debtors,  the  rate  of  which  will  be  governed  by  past  experience. 
Sometimes  the  percentage  is  calculated  on  the  turnover,  but  this  method 
is  not  recommended,  inasmuch  as  the  possible  bad  debts  stand  in  direct 
relation  to  the  outstanding  debtors  and  not  to  the  turnover.  When 
the  actual  bad  debts  are  written  off,  they  should  be  charged  against 
the  Reserve  Account,  and  when  the  accounts  are  prepared  the  balance 
of  this  Reserve  Account  should  be  increased  to  the  amount  of  the 
percentage  on  the  outstanding  debtors  by  means  of  a  further  transfer 
from  Profit  and  Loss. 


ILLUSTRATION- 

The  outstanding  debtors  of  a  business  at  1st  January,  1919,  are  £20,000,  and  at  31st 
December,  1919,  £25,000.  Reserve  is  made  for  doubtful  debts  at  4%  on  the  outstanding 
debtors.  Bad  debts  written  off  during  the  year  1919  amount  to  £750.  Show  the  Bad  Debt 
Reserve  Account  for  the  year  1919,  and  the  amount  to  be  written  off  to  Profit  and  Loss 
Account. 


Br. 


BAD  DEBT  RESERVE  ACCOUNT. 


Cr. 


1919. 
Dec.  31 

To  Bad  Debts 
„   Balance  4%  on  £25,000.. 

£      s.   d. 

750     0     0 

1,000     0     0 

1919. 
Jan.     1 
Dec  31 

1920. 
Jan.     1 

By  Balance  4%  on 
,.    P.  &  L.  %       . 

By  Balance 

£20,000 

£      s.    d. 
800     0     0 
950     0     0 

£1,750     0     0 

£1,750     0     0 

£1,000     0     0 

§§6-8.]  DEPRECIATION,    RESERVES,    SINKINO   FUNDS,    ETC.  56 

§  7— Reserves  for  Discounts. 

The  question  as  to  whether  reserves  should  be  made  for  discount 
on  debtors  and  creditors  is  purely  optional,  the  argument  in  favour  of 
provision  being  that  since  it  is  known  that  a  certain  amount  of  discount 
will  have  to  be  allowed,  reserve  should  be  made  accordingly  in  order  that 
the  debtors  and  creditors  may  stand  in  the  Balance  Sheet  at  the  amount 
they  are  expected  to  realise  or  be  paid  ultimately  in  cash.  This 
contention  is  emphasised  if  it  is  assumed  that  the  accounts  are  discharged 
as  at  the  date  of  the  Balance  Sheet.  On  the  other  hand  the  argument 
against  such  provision  is  that  discount  being  an  allowance  granted  in 
consideration  of  cash  being  paid  at  a  given  date  or  \nthin  a  certain 
specified  time,  the  discount  should  fall  in  the  same  period  as  that  in 
which  the  cash  passes. 

Where  a  reserve  for  discount  is  made,  a  Discount  Reserve  Account 
should  be  opened  and  worked  in  manner  similar  to  a  Bad  Debt  Reserve 
Account.  The  discount  may  either  be  calculated  separately  on  each 
personal  balance  outstanding,  or  by  way  of  a  percentage  on  the  total 
outstanding.  This  percentage  can  be  arrived  at  by  taking  the  average 
rate  of  discount  allowed  in  previous  periods  on  the  sales  and  purchases 
respectively.  Reserve  should  be  made  in  respect  of  good  debts  only, 
I.e.  it  should  be  calculated  upon  the  total  amount  of  Book  Debts  less 
any  reserve  for  bad  and  doubtful  debts. 

§  8.— The  Operation  of   Sinking   Funds   for  the   Repayment  of 
Loans. 

Such  a  fund  works  in  precisely  the  same  way  a8  the  Depreciation 
Fund  described  in  §  3  (d).  An  equal  amount  is  debited  to  the  Profit 
and  Loss  Account  each  year,  and  credited  to  Sinking  Fund  Account, 
and  an  equivalent  amount  of  Cash  is  invested  outside  the  business  in 
gilt-edged  securities,  and  allowed  to  accumulate  at  compound  interest, 
so  as  to  produce  the  required  amount  at  the  end  of  the  given  periocL 

At  the  end  of  the  time  the  investments  will  be  realised  and  the 
loan  repaid.     This  leaves  the  Sinking  Fund  still  standing  with  a  credit 
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balance,  which  should  be  transferred  to  General  Reserve  Account,  since 
the  particular  purpose  for  which  it  was  created  has  ceased  to  exist. 
Whereas  formerly  it  was  represented  by  specific  investments,  it  will  now 
be  represented  by  the  general  assets  of  the  business  which  will  to  that 
extent  have  been  acquired  out  of  profits.  This  illustrates  the  point  that 
the  provision  of  a  Sinking  Fund  for  the  repayment  of  a  liability  is  not  a 
charge  against  profits,  but  an  appropriation  of  them,  thus  marking  its 
profound  distinction  in  principle  from  a  Depreciation  Fund  formed  for 
the  purpose  of  replacing  an  asset,  the  provision  of  which  is  a  charge 
against  profits. 

The  reason  why  the  provision  for  such  a  Sinking  Fund  is  debited 
against  the  Profit  and  Loss  Account,  is  in  order  that  moneys  may  be 
accumulated  and  set  aside  out  of  profits  to  repay  the  liability  without 
having  to  provide  capital  moneys  for  that  purpose. 

It  would  be  perfectly  possible  to  accumulate  funds  outside  the 
business  for  the  repayment  of  any  liability,  by  simply  making  annual 
investments  out  of  cash  without  charge  against  the  Profit  and  Loss 
Account  at  all,  but  in  such  a  case  the  balance  of  the  Profit  and  Loss 
Account  would  appear  out  of  all  proportion  to  the  amount  of  profits 
which  it  would  be  prudent  to  distribute. 

If  a  business  distributes  the  whole  of  its  profits,  and  at  the  same 
time  makes  these  investments  by  annual  instalments  without  forming 
a  Sinking  Fund  for  the  redemption  of  its  loan,  the  financial  position 
might  easily  become  seriously  affected. 


ILLUSTRATION- 

On  the  Ist  January,  1915,  Debentures  to  the  extent  of  £500  were  issued,  redeemable 
Jit  par  at  the  end  of  five  years,  and  it  was  resolved  that  a  Sinking  Fund  should  be  formed. 

Show  the  Ledger  Accounts  for  the  five  years,  presuming  that  the  interest  received  on 
the  investments  representing  the  Sinking  Fund  was  at  the  rate  of  5  per  cent,  on  the  cost,  that 
Income  Tax  was  ignored,  and  that  the  interest  was  received  yearly,  and  immediately  mvested. 

Note. — -180975  of  £1  annually  invested  at  5  per  cent,  compound  interest  will  produce 
£1  at  the  end  of  five  years. 
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Dr. 


SINKING    FUND    ACCOUNT. 


Or. 


1915.    I 
Dec.  5*1  I    To  Balance 


1916. 
Dec    31       To  Balance 


1017. 
Dec.  31 


To  Balance 


1918.    I 
Dec.  31       To  Balance 


1919. 
Dec.  31 


To  Reserve  Account. 


£ 
90 

%,  d. 
9    9 

£ 
185 

a.  d. 

10    0 

£185 

10     0 

£ 
285 

s.  d. 
5     S 

£285 

5     S 

£ 
390 

s.  d. 
0    8 

£390 

0     8 

£ 
500 

B.  d. 
0    0 

£500 

0     0 

1915. 
Dec.  81 

1916. 
Jan.  1 
Dec.  81 


1917. 
Jan.  1 
Dec.  81 


1918. 
Jan.  1 
Dec.  81 


1919. 
Jan.  1 
Dec.  81 


ByP.  AL. 


By  Balance 
„    P.  A  L.  Acooant 
M  Cash  (Interest) 


By  Balance 
,.    P.  A  L.  Aeooant 
„   Caah  (Interest) 


By  Balance 
„   P.  d  L.  Acooant 
,.   Caah  (Interest) 


By  Balance 
„    P.  d  L.  Aoooont 
M   Cash  (Interest) 


t 

90 

%.  d. 

9     9 

£ 

90 

90 

4 

».   d. 
9     9 
9     9 

10     • 

£I8S 

10    0 

£ 

•0 

9 

a.  d. 

10    0 
9     9 
5     9 

£SSS 

5     8 

£ 

sas 

99 
14 

».   d. 
5     8 
9    9 
i    t 

£390 

0     S 

£ 

890 

90 

19 

a.   d. 
0     8 
9     9 

10     0 

£500 

0    0 

Br. 


INVESTMENT    ACCOUNT. 


1915. 
Dec.  31 

To  Cash         

To  Balance 

„    Cash          

To  Balance 

..  Cash         

To  Balance 

„  Cash         

To  Balanoe 

£     s    d. 

90     9     9 

i         1916. 
Deo.  81 

1916. 
Dec.  81 

191T. 
Dse.  tl 

1919. 
Dm.  » 

By  Balance 
By  Balanoe 

ByCMb 

f     s.  4. 

90     9     9 

1916. 
Jan      1 
Dec.  31 

£      s.   d. 

90     9     9 
95     0     8 

£     a.  d. 

185  10    0 

£185   10     0 

£1M  10     0 

1917. 
Jan.     1 
Dec.  81 

£       8.    d. 

185  10     0 

99  15     8 

C      a.   d. 
195     5     8 

£285     5     8 

£885     5     8 

1918. 
Jan.     1 
Dec.  81 

£      8.   d. 
285     5     3 
104  15     0 

i     a.  d. 

888    0    8 

£890     0     8 

8888    0    8 

1019. 
Jan.     1 

£      8.   d. 
890     0     8 

t     a.  d. 
888    0    8 

Dr, 


DEBENTURES. 


1019. 
Dec.  81       To  Cash 


1500    0    0 


1915. 
Jaa.  1 


By  Cash 


8188    8    8 


ISoU  to  lUustrcUion, 


At  the  end  of  the  fifth  year,  vii.,  3l8t  Deoember,  1919.  no  oath  wUI  be  Uken  out  of  the 
buaineaa  and  inveoted.  for  the  obyiouo  reaoon  that  the  Debantiiree  are  redaemabte  on  that 
date.    Thus  the  differeooe  betweea  the  total  of  the  SinldDg  Fund,  £500,  at  8 let  Deoembar, 
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1919,  and  the  total  amount  of  the  investments,  £390  Os.  3d.,  i.e.  £109  19s.  9d.,  is  made  up  as 

follows : — 

Final  instalment  of  Sinking  Fund  uninvested        . .          . .  £90     9     9 

Interest  on  Investments  uninvested. .         ..          ..          ..  19100 


£109  19     9 


The  calculation  of  the  amount  of  the  instalment  will  be  made  as  follows : — 

If  £1  is  produced  at  the  end  of  five  years  by  annual  instalments  of  £180975   at 
5  per  cent,  compound  interest ; 

Then  £500  is  produced  at  the  end  of  the  same  period  by  annual  instalments  of 
£•180975  X  500  =  £90  9s.  9d. 

•180975 
500 


90-487500 
20 

9-750000 
12 

9-000000 


§  9.— The  Operation   of    Insurance   Funds    in   Steamship   Com- 
panies'  Accounts. 

Steamship  Companies  owning  a  fleet  of  vessels  frequently  insure 
either  a  part  or  the  whole  of  their  fleet  themselves.  There  must  be  a 
sufficient  number  of  ships  to  enable  the  law  of  average  to  apply,  and 
consequently  the  practice  is  not  applicable  to  companies  owning  a  single 
ship,  since  in  the  event  of  a  total  loss  the  fund  would  not  be  sufficient  to 
meet  the  claim. 

It  is  usual  to  commence  operations  by  insuring  a  line  on  each  ship 
representing  a  proportion  of  its  value,  the  remainder  being  insured 
outside,  in  order  to  avoid  the  risk  of  a  heavy  loss  on  any  one  ship  swamping 
the  Fund  while  it  is  small.  As  the  Fund  grows,  the  line  is  gradually 
increased. 

An  amount  should  be  credited  to  the  Insurance  Fund  Account 
each  year  equal  to  the  insurance  premiums  that  would  have  been  payable 
had  the  insurance  been  effected  outside,  or  slightly  in  excess  thereof, 
the    same    being   debited  to  the  Voyage  Accounts  as  insurance.       An 
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equivalent  amount  should  be  invested  outside  the  business  in  gilt-edged 
seciu-ities  at  compound  interest.  To  the  credit  of  the  Insurance  Fund 
Account  will  also  be  placed  interest  on  the  Investments  representing  the 
Fund,  and  Salvages,  Refunds,  &c.  To  the  debit  will  be  charged  Losses, 
Re-insurances,  and  Expenses  of  administering  the  Fund,  including  loss 
on  sale  of  Investments,  if  any. 

No  division  of  Insiu-ance  profits  should  be  made  until  the  Fund  has 
reached  such  a  position  as  to  be  sufficient  to  provide  for  any  contingencies 
likely  to  arise.  The  circumstances  to  be  taken  into  account  are  the 
number  of  ships  in  the  fleet  in  order  to  ascertain  the  average  risk,  the 
nature  of  the  voyages,  and  the  condition  of  the  vessels. 


§  10. — Secret  Reserves. 

This  term  is  used  in  cases  where  a  Reserve  actually  exists,  which 

is  not  disclosed  on  the  face  of  the  Balance  Sheet. 

Secret  Reserves  may  be  formed  in  the  following  ways: — 

(1)  By  writing  down  assets  such  as  Freehold  Premises  or  Invest* 

ments  below  their  actual  value. 

(2)  By  creating  excessive  Reserves  for  Bad  Debts,  ftc. 

(3)  By  charging  Expenditure    to  Revenue  which  is  properly  of    a 

Capital  natiure. 

The  following  objections  may  be  made  against  this  practice  :— 

(1)  The  resulting  Balance  Sheet  will  not  correctly  represent  the 

state  of  affairs,  as  the  assets  will  be  under-stated  or  the 
liabilities  over-stated. 

(2)  The  Profit  and  Loss  Account  will  not  show  the  oorrect  profit, 

and  consequently  the  dividend  declared  may  be  lees  than 
would  otherwise  have  been  the  case  had  the  full  profit  been 
disclosed. 

(3)  The  practice  lends  itself  to  the  manipulation  of  profits,  and  to 

improper  dealings  in  the  sliares  by  the  Directors. 
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On  the  other  hand,  the  practice  of  creating  Secret  Reserves  is  un- 
doubtedly advantageous  in  many  instances,  particularly  in  the  case 
of  Banks,  since  it  enables  the  dividends  to  be  maintained  without  violent 
fluctuation,  and  prevents  the  credit  of  the  Bank  being  injured  by  the 
disclosure  of  extraordinary  losses. 

These  arguments  do  not  apply  so  strongly  in  the  case  of  ordinary 
Trading  Companies,  but  at  the  same  time  Secret  Reserves  are  to  a  certain 
extent  utilized,  and  the  practice  cannot  be  said  to  be  an  improper  one, 
so  long  as  the  motives  underlying  it  are  bona  fide,  and  the  treatment 
is  to  the  advantage  of  the  Company  generally. 

Where  the  Asset  Account  is  written  down,  it  is  inadvisable  that 
it  should  be  written  off  completely,  as  this  would  have  the  effect  of 
eliminating  all  record  of  the  asset  from  the  books.  A  balance  of  some 
sort,  however  small,  should  remain. 

An  alternative  method  is  to  raise  a  Reserve  Account  in  respect 
of  the  asset,  instead  of  crediting  the  Asset  Account  itself.  The  asset 
will  be  shown  net  in  the  Balance  Sheet. 


§  11. — Outstanding  Liabilities. 

It  generally  happens  that  at  the  date  of  balancing  the  accounts  certain 
liabilities  have  been  incurred  which  have  not  been  entered  in  the  books. 
Thus  there  may  be  rates  due  but  not  paid ;  rent  due  but  not  paid ;  charges 
for  gas,  water,  electric  light,  or  similar  services,  which  have  been  rendered, 
but  for  which  no  account  has  been  received. 

Any  such  items  must  be  taken  into  account,  and  this  can  be  done  in 
two  ways,  either  by  passing  an  entry  through  the  Journal,  debiting  the 
nominal  account  concerned,  and  crediting  an  Outstanding  Liabilities 
Account,  or  by  adjusting  the  outstanding  item  in  the  nominal  account 
itself.  The  latter  method  is  that  which  is  usually  adopted,  and  the 
following  illustration  shows  how  the  accounts  are  affected. 
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ILLUSTRATION— 

The  books  of  a  manufacturer  are  closed  at  Slst  December,  and  the  following  debit  balanoea 
appear  in  the  Trial  Balance ;  — 

Rent,  Rates  and  Taxes  ...         ...         ...         ...  £765 

Gas,  Electric  Light  and  Water        £112 

One  quarter's  rent,  amounting  to  £145  is  due  but  not  yet  paid.  A  demand  note  for  local  rates 
for  the  half-year  ending  31st  March  following,  amounting  to  £90  has  been  reoeired,  but  has 
not  been  paid.  There  are  Outstanding  Liabilities  not  yet  brought  into  account  in  respect  of 
gas,  £16  38.  Od. ;  water,  £9. 

Show  the  Nominal  Accounts  as  they  will  appear  when  the  books  are  cloaod  off. 


Dr. 


RENT,  RATES  AND  TAXES  AOOOUNT. 


To  Balance 

„   Balance  Outstanding — 

Rent 

Bates  (1  Quarter)  .. 

£145    0    0 
45    0    0 

£        8. 

765     0 
100     0 

d. 
0 

0 

B] 

j 

1 

£955     0 

_o_ 

' 

By  Profit  and  Lo«  Aoooant 


By 


Or. 


£      a.  d. 
MS    0    • 


ftU    0    0 


tlflD    0    0 


Dr. 

GAS  AND  ELECTRIC  LIGHT  ACCOUNT. 

Or. 

To  Balance 

.,   Balance  Outstanding- 
Gas    

Water 

£16     S    0 
0    0    0 

£       8.    d. 
112    0    0 

25     S    0 

By  Profit  and  lam  Acooani 

I 
117 

s.  4. 
t   • 

£187     3     0     ' 

By  Balanoe 

ntr 

t   • 

1 

tu 

t   • 

It  will  be  seen  from  the  foregoing  illustration  that  the  charge  to 
Profit  and  Loss  Account  is  increased  to  the  extent  of  the  sum  ouUtanding; 
and  the  balance  brought  down  is,  for  the  purpose  of  the  Balance  Sheet, 
treated  as  a  liability. 

When  the  charge  is  paid  during  the  next  period  it  will  be  debited 
to  the  Nominal  Account,  and  will  be  compensated  for  by  the  credit  entry, 
so  that  it  is  not  charged  to  Profit  and  Loss  Account  again  in  the  suoeeeding 
period. 

The  same  principle  can  be  applied  to  any  Nominal  Accounts;  but, 
so  far  as  purchases  are  concerned,  it  is  better  where  possible  to  pass  all 
the  invoices  through  the  Purchase  Day  Book  during  the  period  to  which 

they  relate. 
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Where  the  system  of  debiting  the  Nominal  Accounts  concerned  and 
crediting  a  separate  account  is  adopted,  all  the  credits  can  be  passed 
through  an  Outstanding  Liabilities  Account,  which  may  be  regarded  as 
a  Suspense  Account  for  the  purpose  of  adjusting  the  outstandings.  In 
this  case  the  items  in  the  Suspense  Account  must,  at  the  commencement 
of  the  succeeding  period,  be  transferred  to  the  Nominal  Accounts. 


§  12.— Payments  in  Advance. 

It  is  frequently  the  case  that  payments  for  expenses  such  as  rent, 
rates,  insurance,  &c.,  made  during  a  period,  refer  wholly  or  partly  to  a 
succeeding  period.  The  treatment  of  such  items  is  analogous  to  that 
of  Outstanding  Liabilities,  and  the  following  illustration  shows  the 
effect  upon  the  accounts  of  adjusting  them. 


ILLUSTRATION— 

The  books  of  a  manufacturer  are  closed  at  31st  December,  and  included  in  the  Trial  Balance 
is  a  debit  balance  of  £260  for  Rent,  Rates  and  Taxes  Account. 

The  sum  of  £40  for  local  rates  for  the  half-year  ending  31st  March  was  paid  on  the  1st 
December. 

Show  the  adjustment  on  the  Nominal  Account  for  the  purpose  of  the  Balance  Sheet. 
i^r.  RENT,  RATES  AND  TAXES  ACCOUNT.  Cr. 


To  Balance 

£       B.    d. 
260.    0     0 

By  Balance — 

One  Quarter's  Rates,  paid  in  advance 
„   Profit  and  Loss  Account 

£      s.    d. 

20     0     0 
240     0     0 

£260     0     0 

£260     0     0 

To  BaLmce 

£20     0     0 

It  will  be  seen  from  the  foregoing  illustration  that  the  charge 
against  profit  for  the  current  period  is  reduced  by  the  amount  chargeable 
to  the  succeeding  period,  and  that  this  is  brought  down  as  a  debit 
balance,  and  will  appear  upon  the  Balance  Sheet  as  an  asset,  "  Rates 
paid  in  advance."  In  the  succeeding  period  this  will  tend  to  increase 
the  charge  against  the  Profit  and  Loss  Account,  and  rightly  so,  as  the 
apportionment  relates  to  that  period.- 
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§  13.— Suspense  Accounts. 

A  Suspense  Account  has  already  been  referred  to  in  connection  with 
Outstanding  Liabilities.  As  stated  in  that  section,  however,  it  is  not 
usual  to  open  a  Suspense  Account  for  dealing  with  such  adjustments, 
but  there  may  be  occasions  where  such  an  account  is  necessary. 

The  principal  utility  of  the  Suspense  Account  is  to  provide  an 
account  to  which  one  aspect  of  the  transaction  can  be  posted  until  such 
time  as  the  correct  destination  of  that  posting  is  ascertained.  Thus, 
if  a  trader  received  a  bank  note  in  settlement  of  an  account  without  a 
covering  letter,  he  could  pay  it  into  the  bank,  entering  it  on  the  debit 
side  of  the  cash  book,  and  until  such  time  as  he  discovered  the  name  of 
the  person  from  whom  it  was  received  it  should  be  posted  to  the  credit 
of  a  Suspense  Account. 

Suspense  Accounts  are  frequently  raised  for  Advertising  and  other 
expenses  of  a  deferred  revenue  nature,  the  benefit  of  which  >vill  be 
received  partly  in  a  subsequent  period.  In  such  cases  it  must  bo  seen 
that  a  proper  proportion  is  written  off  periodically. 

Occasionally  a  Profits  Suspense  Account  is  raised,  with  the  object  of 
reserving  a  proportion  of  the  ascertained  profits  without  actually  taking 
it  to  a  Reserve  Account. 

The  use  of  Suspense  Accounts  should  be  avoided  as  much  as  possible, 
and  care  should  be  taken  that  any  such  accounts  open  at  the  date  of  the 
Balance  Sheet  are  correctly  shown  therein. 
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SYNOPSIS   OF  CHAPTER   V. 


GOODS    ON    SALE    OR    RETURN,   CONSIGNMENT 

ACCOUNTS,    &c. 

§  1. — Treatment  of  Goods  on  Sale  or  Eeturn. 

(a)  Where  the  goods  sent  out  on  sale  or  return  are  comparatively  small  in  number. 

(b)  Where  the  goods  sent  out  on  sale  or  return  are  considerable  in  number. 

(o)  Where  the  goods  sent  out  on  sale  or  return  are  considerable  in  number  and  of 
considerable  value. 

2. — Distinction  between  Consignments  and  Goods  sent  out  on  Sale  or  Return. 

3. — ^Account  Sales. 

4. — Entries  in  the  Consignor's  Books. 

6. — Entries  in  the  Consignee's  Books. 

6. — ^Account  Current. 

7. — ^Average  Date. 

8. — Joint  Consignment  Accounts. 

9. — Accounts  with  Agents. 
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CHAPTER    V. 


GOODS    ON    SALE    OR    RETURN,    CONSIGNMENT 

ACCOUNTS,   &c. 

§  1.— Treatment  of  Goods  sent  on  Sale  or  Return. 

It  is  the  practice  in  many  businesses  to  send  out  goods  to  customers 
on  approval,  but  such  goods  should  not  be  treated  in  the  books  as  ordinary 
sales,  for  the  reason  that  the  property  therein  does  not  pass  to  the  buyer 
until  he  signifies  to  the  seller  his  acceptance  of  the  goods,  or  does  some 
act  by  means  of  which  a  sale  is  expressed  or  implied.  If,  therefore, 
these  transactions  are  primarily  treated  as  sales,  profit  will  be  anticipated 
which  may  never  be  actually  realised,  and  the  Balance  Sheet  will  in 
consequence  be  incorrect  as  regards  the  items  '*  Debtors  "  and  "  Stock  " 
to  the  extent  of  any  uncompleted  transactions. 

The  method  of  treating  these  items  depends  upon  circumstanoefi 
and  the  number  of  transactions  involved,  and  may  be  broadly  divided 
under  three  headings  : — 

(a)   Where  the  Goods   sent  out  on  Sale  or   Return  arc  comparatively  small  In 
number. 
The  best  way  to  record  these  is  to  have  a  specially  ruled  form  of 
Day  Book,  such  as  the  following : — 


ILLUSTRATION- 


SAX.E    OR    RETURN    DAY    BOOK. 


Date. 


r«rtical»r». 
(f) 


1        Good*  MOt 

1               on 

1    Ba)«  or  RMura. 

(3) 

Dai*. 

(») 

— a 

-•   1 

1 

' 

(T» 
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The  procedure  will  then  be  as  follows  : — 

(1)  When  goods  are  sent    out    they  are    entered    in  Column  3   at 

selling  price,  and  no  other  entry  is  made  until  definite  infor- 
mation has  been  obtained  as  to  whether  the  goods  are  to  be 
kept  by  the  customer  or  returned. 

(2)  If  the  goods  are  returned,  they  are  extended  into  Column  5, 

which,  like  Column  3,  is  simply  a  memorandum  column,  and 
does  not  affect  the  double  entry. 

(3)  If  the  goods  are  sold,  they  are  extended  into  Column  6,  and 

posted  therefrom  to  the  debit  of  the  customer  in  the  Sales 
Ledger.  The  total  of  this  column  will  ultimately  be  posted  to 
the  credit  of  Sales  Account. 

(4)  The   difference  between  the  totals  of   Columns  5  and  6  taken 

together,  and  that  of  Column  3,  will  represent  the  goods 
outstanding  at  any  given  date. 

(5)  All  these  transactions  will  have  been  entered  in  this  special  Day 

Book  at  selling  price,  but  the  stock  of  goods  outstanding  must 
be  valued  at  cost,  and  treated  in  the  same  way  as  ordinary 
stock  for  Balance  Sheet  purposes. 


(b)    Where  the  Goods  sent  out  on  Sale  or  Return  are  considerable  in  number. 

The  system  suggested  above  cannot  be  conveniently  applied  without 
some  modification  in  cases  where  the  number  of  goods  sent  out  on  sale 
or  return  is  considerable,  owing  to  the  number  of  outstanding  items  at 
balancing  periods. 

In  order  to  avoid  the  labour  of  bringing  forward  in  detail  with  full 
particulars  of  these  outstanding  items  to  a  fresh  section  of  the  book, 
which  would  be  necessary  to  enable  the  various  columns  to  be  properly 
balanced  off,  a  slightly  extended  ruling  of  the  book  is  suggested. 
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The  following  will  be  found  suitable : — 

ILLUSTRATION- 
SALE    OR    RETURN    DAY    BOOK. 


HALF-TKAR  E9DIN0  JUNB  30TH,  1020. 


UAIW'TMMM.  MMVtMQ  D 


tlOT.ltn. 


Goods 

P^ticutar..  hSSeS? 
I  Retam. 


retted      Go^ 
or  sold,    re'"™**!- 


®J[y*    (Ledger  both  Jane, 
•*»***•      Polio,  riwo. 


Goods       QocKt* 
«MnMd.i     aold. 


At  the  balancing  period  the  selling  value  of  the  goods  remaining 
in  the  hands  of  customers  will  be  extended  into  the  Balance  Column,  and 
all  the  columns  in  the  first  section  cast.  The  total  of  the  Balance  Column, 
plus  the  totals  of  the  Goods  Returned  and  Sold  Columns,  will  equal  the 
total  of  the  Goods  Sent  out  on  Sale  or  Return  Column. 

In  the  following  period,  as  these  goods  are  sold  or  returned,  the 
amounts  will  be  extended  into  the  columns  provided,  and  this  should 
easily  suffice  to  complete  the  record,  since  it  is  unlikely  that  any  items 
\vi\\  remain  open  beyond  the  close  of  the  second  period. 

A  further  section  of  the  book  will  be  utilized  to  record  all  goods 
sent  out  during  each  current  period,  and  these  in  their  turn  uill  be 
completed  in  a  similar  manner. 

(c)  Where  the  Qoods  sent  out  on  Sale  or  Return  are  considerable  in  number 
and  of  considerable  value. 

In  this  case  it  is  not  wise  to  rely  on  a  purely  memorandum  HVHtom, 
which  does  not  readily  lend  itself  to  proof,  and  it  is  better  to  have  a 
separate  set  of  books  on  a  Double  Entry  principle. 

These  will  comprise  the  following  :— 

(1)  Sale  or  Return  Ledger. 

(2)  Sale  or  Return  Day  Book. 

(3)  Sale  or  Return  Journal. 

■  2 
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The  procedure  will  then  be  as  follows  : — 

(1)  When  goods  are  sent  out  they  are  entered  in  the  S.  or  R.  Day 

Book,  and  posted  therefrom  in  detail  to  the  debit  of  the  customer 
in  the  S.  or  R.  Ledger,  and  in  total  at  the  end  of  each  month 
or  period  to  the  credit  of  a  S.  or  R.  Total  Account,  which  can 
be  kept  in  the  S.  or  R.  Ledger. 

(2)  When  the  customer  decides  to  keep  the  goods,  his  Account  in  the 

S.  or  R.  Ledger  must  be  credited,  and  his  account  in  the  ordinary 
Sales  Ledger  debited,  for  he  is  now  an  ordinary  debtor.  Similarlj^ 
S.  or  R.  Total  Account  should  be  debited,  and  Sales  Account 
credited.  When  goods  are  returned,  the  customer's  Account  in 
the  S.  or  R.  Ledger  must  be  credited,  and  the  S.  or  R.  Total 
Account  in  the  same  ledger  debited.  To  record  these  transactions 
it  is  necessary  to  have  a  special  S.  or  R.  Journal.  It  should  be 
ruled  as  follows  : — 

ILLUSTRATION- 
SALE     OK    RETURN    JOURNAL. 


Date.     I              Particulars.                   S.  or  R.  Folio.    '            °'"  Ledger"'"  I      Folk)"  Sales  Ledger. 

(1^        '  (2)  < (3)    1  (4)     ■ I  (5)'       I  (6) 


Sale  or  Return 
Ledge. 

S.  L. 
Folio.       1 
(5)         1 

1 

1 

1 

(3)  When  goods  on  sale  or  return  are  sold,  the  customer's  name  is 

entered  in  Column  2,  and  the  amount  of  the  Sale  entered  in 
Columns  4  and  6,  and  posted  in  detail  therefrom  to  the  credit  of 
the  customer's  Account  in  the  S.  or  R.  Ledger,  and  to  the 
debit  of  his  Account  in  the  Sales  Ledger. 

(4)  When  goods  are  returned  they  are  simply  entered  in  Column  4, 

and  posted  in  detail  therefrom  to  the  credit  of  the  customer  in 
the  S.  or  R.  Ledger. 

(5)  At  the  end  of  each  month  or  period  the  total  of  Column  6  is  posted 

to  the  credit  of  Sales  Account,  and  that  of  Column  4  is  posted 
to  the  debit  of  8.  or  R.  Total  Account  in  the  S.  or  R.  Ledger. 
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The  main  principle  of  the  system  above  described  is  to  render  the 
Sale  or  Return  Ledger  self- balancing,  i.e.  the  total  of  the  debit  baUnoes 
in  the  ledger  should  equal  the  balance  of  the  Sale  or  Return  Total  Account. 
If  this  is  carried  out  there  is  no  difficulty  in  ascertaining  the  total  selling 
value  of  goods  out  on  sale  or  return  at  any  time. 

On  making  up  a  Balance  Sheet  and  Accounts,  the  Sale  or  Return 
Ledger  being  self-balancing  is  outside  the  Double  Entrj^  and  the  actual 
value  of  the  goods  out  on  sale  or  return,  which  should  be  treated  as 
stock,  can  be  arrived  at  by  reducing  the  balance  of  each  Account  in  the 
Sale  or  Return  Ledger  to  cost. 


§  2.— Distinction    betw^een   Consignments    and    Qoods    sent  on 
Sale  or  Return, 

There  is  a  distinct  difference  between  sending  out  goods  on  Con- 
signment and  sending  out  goods  on  Sale  or  Return. 

In  the  former  case  the  Consignee  (i.e.  the  party  to  whom  the  goods 
are  sent)  is  the  agent  of  the  Consignor  (i.e.  the  sender),  and  liis  business 
is  to  sell  goods  to  third  parties  on  behalf  of  the  C<msignor,  and  remit 
the  net  proceeds  to  him. 

Usually  the  Consignee  does  not  indemnify  the  Consignor  against 
loss  by  bad  debts,  but  if  he  does  so  he  is  termed  a  Del  Credere  Agent 

In  the  case  of  Sale  or  Return,  the  person  to  whom  the  goods  aie  sent 
is  not  necessarily  an  agent  of  the  sender,  but  in  the  majority  of  cases  is 
merely  an  optional  purchaser,  who  must  either  exercise  his  option  to  buy» 
or  return  the  goods  within  a  specified  or  reasonable  time. 

§  3. — Account  Sales. 

This  is  the  account  rendered  by  a  Consignee  to  his  Consignor  nhowing 
the  gross  and  net  weight  of  the  goods,  the  price  realised,  the  chargss» 
brokerage  and  commission  deducted,  and  the  net  balance  for  which  he 
is  liable. 
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ILLUSTRATION- 

On  March  1st,  1920,  the  A.  Mining  Company.  Limited,  consigned  to  B.  Jones  and  Co. 
180  tons  of  Chrome  Ore  per  S.S.  "  Menelaus,"  invoiced  at  £3  10s.  Od.  per  ton.  The  cost  of 
the  Ore  at  the  mine  was  £200,  and  Railway  Freight  to  the  coast  £70,  all  other  expenses  being 
paid  by  the  Consignee.  On  July  Ist  B.  Jones  and  Co.  remitted  an  Account  Sales  showing 
gross  weight  180  tons,  and  tare  of  bags  7  cwt.,  the  Ore  being  realised  at  SOs.  per  ton.  They 
deducted  for  Ocean  Freight  203.  per  ton,  for  Dock  Dues,  &c.,  £45,  Marine  Insurance  £7  10s.  Od., 
Brokerage  l\  per  cent.,  and  Commission  2^  per  cent.,  remitting  draft  for  the  balance.  Make 
out  an  Account  Sales. 

ACCOUNT  SALES  of  180  tons  of  Chrome  Ore  ex  S.S.  "  Menelaus,"  sold  by  order  and  for  account  of  the  A.  Mining 
Company,  Limited. 

By  B.  Jo\ES  &  Co., 

5,  John  Street, 

London,  1st  July,  1920. 
Discharped         ISO  Tons  0  cwt. 
Tare  of  Bags  7    „ 

£      s.   d. 

179     ..     13     „       @     80s 718  12     0 

Charges.  £      s.  d. 

Ocean  Freight  at  20s.  per  ton            180    0  0 

Dock  Dues,  &c.             45    0  0 

Marine  Insurance          7  10  0 

Brokerage  at  If  %  on  £718  12s.  Od.              8  19  8 

Commission  2i%  on  £718  12s.  Od 17  19  4 

259     9     0 

Net  proceeds  as  per  draft  enclosed       . .         . .         . .         . .         . .         . .         . .     £459     3    0 

E.  &  O.  E., 

London,  1st  July,  1920. 

(Signed)    B.  Jones  <fe  Co. 


§  4.— Entries  in  the  Consignor's  Books. 

Wlien  the  Consignor  wishes  to  ascertain  the  exact  profit  or  loss  in 
respect  of  each  Consignment,  he  should  open  a  separate  Consignment 

Account  therefoi'. 

f 

The  procedure  should  be  as  follows  : — 

(1)  Debit  Consignment  Account  with  cost  of  goods,  and  credit  a 
"  Goods  sent  on  Consignment  Account." 

(2)  Debit  Consignment  Account  with  expenses  incurred  by  the 
Consignor,  such  as  Insurance,  Freight,  &c.,  crediting  Cash  or  a 
Personal  Account. 

(3)  On  receipt  of  Account  Sales  from  the  Consignee,  debit  the  Con- 
signee with  the  gross  proceeds,  and  credit  the  Consignment 
Account. 

(4)  Debit  the  Consignment  Account  with  expenses,  brokerage  and 
commission  deducted  by  the  Consignee,  and  credit  the  Consignee. 
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(5)  The  balance  of  the  CJonsignment  Account  wall  represent  profit 
or  loss  on  Consignment,  and  be  ^\Titten  off  to  Profit  and  Loss. 

(6)  The  balance  of  the  Consignee's  Account  will  represent  the  amount 
due  by  him.  If  he  remits  draft,  debit  Bills  Receivable,  and 
credit  him,  so  closing  the  Account. 

(7)  Transfer  the  balance  of  the  "  Groods  sent  on  Consignment 
Account  "  to  the  credit  of  Trading  Account. 

Should  the  Consignor  prepare  his  Balance  Sheet  and  Accoimts  prior 
to  the  sale  of  the  goods,  the  debit  balance  of  the  Consignment  Account 
will  be  carried  forward,  and  treated  in  the  Balance  Sheet  as  Stock  on 
Consignment.  If  a  loss  is  anticipated,  an  adequate  reserve  should  be 
made. 


ILLUSTRATION 


From  the  particulars  given  in  the  Illustration  to  §  3  make  the  entriet  io  the  Consignor*! 


books. 


Dr. 


19i0. 
Mar.     1 

July     1 


Dm.  81 


Dr. 


1920. 
July    1       To  Consignment  Aoooant 


To  Ore 

„   Railway  Freight . . 
„   B.  Jones  &  Co. : 

Ocean  Freight 

Dock  Dues 

Marine  Insurance 

Brokerage 

Commission    . . 
„   Profit  and  Lou : 
Profit 


CONSIGNOR'S    BOOKS. 


CONSIGNMENT    ACCOUNT. 


B.    JONES    &    CO. 


£      s.   d. 

718  12    0    I    July    1 


cv. 


C     a.  4. 

TI9  It    • 


By 


C71S  U    0 


«TI«  It     0 

c>. 

It— 

IM    t    • 

CTIt  It    • 

§  5.— Entries  in  the  Consignee's  Books. 

When  tlie  goods  are  received  by  the  Consignee,  he  will  enter  parUculan 
thereof  in  a  Consignment  Stock  Book  ruled  for  Marks  and  Quantities, 
according  to  the  nature  of  the  goods,  and  having  a  column  for  invoice 
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price.  This  book,  however,  is  merely  a  Memorandum  Book,  and  no 
entries  will  be  made  in  the  financial  books  until  a  sale  takes  place.  The 
goods  not  being  the  property  of  the  Consignee,  must  be  kept  entirely 
distinct  from  his  own  stock,  and  should  not  be  included  in  his  Balance 
Sheet. 

It  is  usual  for  the  Consignor  to  invoice  goods  at  a  price  in  excess  of 
cost,  such  invoice  being  termed  a  pro  forma  invoice.  This  is  done  to 
prevent  the  Consignee  knowing  what  the  cost  price  is,  and  also  to  stimu- 
late him  to  sell  at  the  highest  price  obtainable. 

The  procedure  in  the  Consignee's   books  will  be  as  follows  : — 

(1)  Debit  the  Consignor  with  any  Expenses  incurred  on  behalf  of 
the  Consignment  by  the  Consignee,  such  as  Freight,  Warehousing, 
&c.,  crediting  Cash  or  a  Personal  Account. 

(2)  When  sales  are  made,  debit  the  various  debtors,  and  credit  the 
Consignor  through  a  Consignment  Sales  Day  Book,  or  in  smaller 
cases  through  the  ordinary  Journal. 

(3)  When  the  Account  Sales  is  prepared,  debit  the  Consignor  with 
the  Brokerage,  Commission,  &c.,  crediting  the  latter  Accounts. 

(4)  The  balance  of  the  Consignor's  Account  will  represent  the  amount 
due  to  him.  If  a  draft  is  remitted,  debit  him  and  credit  Bills 
Payable,  so  closing  the  Account. 


ILLUSTRATION— 

From  the  particulars  given  in  the  Illustration  to  §  3  make  the  entries  in  the  Consignee's 

CONSIGNEE'S    BOOKS. 

Cr. 


books. 


Br. 


THE    A.    MINING    COMPANY,    LIMITED. 


1920. 
July    1 

To  Ocean  Freight     . . 
„   Dock  Dues 
„  Marine  Insurance 

„   Brokerage 

„  Commission 
„  BiU  Payable 

£     8.  d. 

180     0     0 

45     0     0 

7  10     0 

8  19     8 
17  19     4 

459     3     0 

1920 
July     1 

By  Sundry  Debtors 

£      8.   d. 
718  12     0 

£718  12     0 

£718  12     0 

Detailed  particulars  will  also  be  entered  in  the  Consignment  Stock  Book  by  way  of 
memoranda  as  described  above. 
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§  6. — Account  Current. 


This  is  an  account  of  mutual  dealings  and  transactions  between 
two  parties  during  a  given  period,  rendered  by  one  party  to  the  other. 
It  is  in  effect  a  copy  of  the  ledger  accoimt,  with  the  addition  of  interest 
in  the  majority  of  cases. 

Interest  is  usually  calculated  at  a  fixed  rate  per  cent,  on  each  item 
on  either  side  of  the  account,  from  the  date  of  the  item  to  the  close  of  the 
account.  Interest  columns  should  be  provided,  and  the  balance  of 
these  should  be  brought  into  the  principal  column.  It  sometimes  happens 
that  goods  are  invoiced  prior  to  the  due  date  of  payment,  in  which  oaae 
interest  will  only  run  from  the  due  date,  and  not  from  the  date  of  the 
invoice. 


ILLUSTRATION- 

Make  out  an  Account  Current  to  be  rendered  by  A.  to  B.  on  Ut  Febrttary,  19S0.  in 

of  the  following  transactions  : — 

1919.  Oct.    1       Goods  sold  to  B.  £160. 

Received  cash  from  B.  £07  lOs.  Od. 
Nov.  1       Paid  B.  cash  £247  lOs.  Od. 
Dec.    1       Bought  Goods  of  B.  £375. 

Paid  to  B.  cash  £225. 

1920.  Jan.    1       Bought  Goods  of  B.  £540. 

Paid  Cash  to  B.  £450. 
Feb.   1       Goods  sold  to  B.  £120. 

Interest  at  6  per  cent,  to  be  calculated  in  months  instead  of  dayi. 


Dr. 


^       B.    IN    ACCOUNT   CURRENT   WITH    A. 


Data. 

Particolan. 

1010. 

Oct    1 

To  Good* 

Not.  1 

»  CMh 

Dm.  1 

1020. 

Jan.  1 

Feb.  1 

.,  OoodR  . . 
..   Intcreit  u 

per  Contra 


Feb.  1  I  To  Balance 


Mtha. 

Interest. 

Principal. 

Dsto. 

4 
S 
2 

1 

£    s.  d. 
9    0    0 
114     S 

i    6    0 

t     »     0 

f     t.  d. 

IftO    0    0 
t47  10     *) 
tSft     0     0 

4M    0    0 
ItO    0    0 

S    8     S 

Oee.l  ' 
t    IMO.  , 
1  Jan.  1  ! 

1 

1         1 

£11     4     t 

£1«10S  IS     S 

£11S     »     8 

ByCaih 


C  a.  4. 

I     T    • 
1  U    0 


rHftr4|«ai 


i     a^  4 

•7  !•    • 
t7»    •    • 


t 
i 

14 

0 

tit    « 

• 

Cll 

4 

t 

ftl.lM  It 

• 

}foU  to  lUustraiion. 

In  rendering  an  Account  Current  it  U  important  to  know  from  whkk  potel  of  fta«W  tht 

account  is  to  be  prepared. 


y 
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If  it  is  prepared  from  the  point  of  view  of  the  sender,  it  will  be  to  all  intents  and  purposes 
a  copy  of  his  Ledger  Account  with  the  other  party,  and  the  account  will  be  in  Account  Current 
with  himself. 

In  the  above  Illustration  the  account  is  rendered  by  A.  to  B.  from  A.'s  point  of  view. 
It  is  therefore  taken  from  A.'s  ledger,  and  headed  "  B.  in  account  with  A." 

If  the  account  were  to  be  rendered  by  A.  from  B.'s  point  of  view,  it  would  be  the  other 
way  round,  and  would  be  headed  **  A.  in  account  with  B." 


§  7. — Average  Date. 

This  is  the  mean  date  upon  which  a  single  payment  can  be  made 
in  lieu  of  several  payments  on  various  dates. 

It  is  frequently  used  for  the  calculation  of  interest  on  partners' 
drawings,  and  on  the  realization  of  book  debts,  and  in  other  similar 
instances. 

ILLUSTRATION— 


28   .. 

February  18  . . 

March         5   . . 

April         24   .. 

May             2   .. 

June          30   . . 

A  partner  has  withdrawn  the  following  sums  of  money  during  the  half-year  ending 
30th  June  :— 

£ 

160 
200 
120 
80 
200 
150 
100  ^ 

Interest  is  to  be  charged  at  5  per  cent,  per  annum.     Find  the  average  date,  and  calculate 
the  interest. 

The  procedure  is  as  follows  : — 

(1)  Multiply  each  amount  by  the  number  representifig  the  number  of  days  from 
the  commencement  of  the  period  under  review. 

(2)  Divide  the  total  of  the.se  calculations  by  the  total  of  the  drawings. 

(3)  The  result  will  give  the  number  of  days  from  the  commencement  of  the  period, 
fixing  the  "  Average  Date." 

(4)  Calculate  the  interest  from  the  Average  Date  to  the  close  of  the  period  under 
review. 

Note. — As  fractions  of  days  are  not  taken  into  consideration,  the  result  will  not  be 
absolutely  correct,  but  allowance  for  this  can  very  easily  be  made. 


/ 
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Amount 

"^ 

of 

Dat«. 

Drawings. 

£       8.    d. 

150     0     0 

Jan.     1 

200     0     0 

2 

120     0     0 

Feb.     1 

80     0     0 

Mar. 

200     0     0 

April    2 

150     0     0 

May 

100     0     0 

June    S 

No.  of 
Day*  from  Prodort. 

1st  Jan. 

~                £  a.  d. 

2,660  0  0 

6,600  0  0 

6,880  0  0 

6.120  0  0 

22.800  0  0 

18.300  0  0 

181                  18.100  0  0 


17 

17 

28 

28 

18 

49 

5 

04 

24 

114 

2 

122 

^1.000     0     0  £78.860     0     0      "  ^'^ "  »«-^  >• 


Interest  at  5  per  cent,  from  March  19th  to  June  30th  -  £14  U.  2d. 

Thus  rceult  can  be  proved  by  calciilatmg  the  interest  on  each  separate  drawing  thus 


Amount 

No.  of 

of 

Date. 

1     Days  to 

latMwt. 

Drawlnsm. 

I   SOthJune. 

£ 

8.   d. 

£    •.  ^ 

150 

0     0 

Jan.     17 

164 

S     7    6 

200 

0     0 

P'eb.     18 

168          , 

1           4     8  10 

120 

0     0 

!          182 

2     8     6 

80 

0     0 

Mar.      5 

117         ! 

1           16     7 

200 

0     0 

April    24 

87 

1   18     8 

150 

0     0 

May       2 

59 

1     4     3 

100 

0     0 

June    80 

£1,000 

0     0 

£14     1     2 

It  should  be  observed  that  there  are  several  methods  of  working  ATerage  Date,  but 
that  given  is  one  of  the  simplest. 


§  8.— Joint  Consignment  Accounts. 

These  accounts  follow  the  same  lines  as  Joint  Venture  Aecounta» 
which  are  fully  discussed  in  the  Chapter  on  Partnership  Accounts.  It 
is  important  to  remember  that  if  no  separate  set  of  boolcs  is  kept  for  the 
Joint  Account,  such  an  account  will  be  made  up  from  material  supplied 
by  both  parties,  and  should  not  be  found  in  the  books  of  either  party, 
each  showing  in  his  books  only  those  transactions  which  he  has  entaied 
into  on  behalf  of  the  Joint  Account. 

ILLUSTRATION- 

Silver  &  Co.  agree  to  ship  on  Joint  Consignment  Account  with  Gold  ii  Co.  goods  eoatiag 
11,000.  Silver  &  Co.  supply  tlic  goods,  and  Gold  St  Co.  ship  to  the  CoBtigMMi,  Steel  li  Go., 
paying  Freight,  Insurance,  &c.,  £42,  Packing  Charges  £16.  Gold  6i  Co.  di»W  Ott  the  OWMigBMi 
at  three  months  to  the  extent  of  £760.  aocoptanoe  being  made  on  behalf  of  Steel  It  Go.  by 
their  agents  in  London.  The  bill  was  discounted  at  6  per  eeni.  aiid  the  proeeeds  mnitted 
to  Silver  Si  Co.  These  transactions  may  be  dated  Ist  July,  1910.  The  Aocount  8alfMi  was 
received  by  Gold  &  Co.  on  February  Ist,  1020,  together  with  tiio  net  proceeds  £S30,  who  tlien 
remit  to  Silver  &  Co.  the  amount  duo  to  them  in  6nal  settlrroent.  lalcfvet  is  to  be  ciiarged 
at  5  per  cent,  per  annum  in  months  on  the  amounts  outstanding.  Prepare  Joint  Omslgnmeat 
Account,  dividing  the  balance  two-thirds  to  Silver  St  Co.,  and  onO'tliird  to  Gold  St  Co,,  Mmd 
show  the  accounts  in  the  books  of  both  parties. 
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Note  to  Illustration. 

It  should  be  observed  that  Gold  &  Co.  must  first  MoertAin  the  share  of  profit  to  which 
they  are  entitled  from  the  Joint  Consignment  Account,  before  they  can  arrive  at  the  balance 
of  cash  to  remit  to  Silver  &.  Co.     This  balance  is  shown  as  £469  1 78.  6d. 

On  the  other  hand  Silver  &  Co.,  after  crediting  the  remittance  of  the  above  amount,  will 
find  on  striking  a  balance  on  their  joint  account  with  Gold  &  Co.  that  there  is  a  profit  of 
£202  188.  8d.,  which  on  reference  to  the  Joint  Consignment  Account  is  found  to  be  two-thirds 
of  the  profit,  the  exact  amount  to  which  they  are  entitled.  In  this  way  the  accounts  of  the 
parties  as  between  themselves  are  proved,  inasmuch  as  in  the  first  instance  the  profit  is 
inserted  before  the  final  amount  of  cash  is  arrived  at.  whUe  in  the  second  instance  eaah  it 
inserted  before  the  final  figure  of  profit  is  arrived  at. 


§  9. — Accounts  with  Agents. 

In  many  cases  where  Agencies  are  situated  in  different  parts  of  the 
world  for  the  sale  of  a  fii*m's  goods,  it  is  not  convenient  to  treat  the  goods 
sent  out  to  such  Agents  as  Consignments,  and  often  even  in  cases  of 
Consignments  proper  it  is  not  desired  to  show  the  profit  or  loss  on  each 
shipment.  In  such  cases  Consignment  Accounts,  as  illustrated  previously, 
are  not  used,  but  the  transactions  are  dealt  with  in  the  manner  now  to 
be  described. 

Memoranda  quantity  stock  accounts  will  be  kept  showing  the 
amount  of  goods  sent  to  the  Agent.  No  entry  will  be  made  otherwise 
than  by  way  of  memoranda  when  the  goods  are  sent  to  him,  except 
that  the  proper  nominal  Accounts  will  be  debited  witii  any  expenaee 
incurred.  When  the  Agent's  Return  is  received.  Sales  Account  will  be 
credited  with  the  gross  figiu-e,  and  the  Agent's  personal  account  debited. 
Any  expenses  he  may  have  incurred  ynll  be  credited  to  his  personal 
account,  and  debited  to  the  proper  expense  accounts.  The  Agent's 
personal  account  will  be  credited  with  moneys  remitted  by  him,  and 
the  balance  on  his  account  at  any  time  will  be  the  amount  due  by  him  for 
sales  effected.  In  this  way  the  Agent  will  not  be  debited  with  the  value 
of  any  stock  unsold,  as  this  will  be  regarded  as  stock  belonging  to  Uic  firm 
and  brought  into  their  Balance  Sheet  at  cost,  plus  expenses,  or  at  a  lower 
valuation  if  necessary. 
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The  Agent  will  send  over  quantity  stock  accounts  at  periodical 
intervals,  which  Avill  be  agreed  with  the  similar  accounts  kept  at  the 
head  office,  any  differences  in  stock  being  adjusted. 

Although  the  system  is  not  recommended  it  is  sometimes  considered 
desirable  to  debit  the  Agent's  Account  with  the  cost  value  of  goods  sent 
to  him  but  care  must  be  taken,  if  goods  are  debited  at  more  than  cost,  to 
reduce  the  value  of  Stock  in  his  hands  at  balancing  time  to  cost  price, 
so  that  no  profit  is  taken  before  it  is  actually  realised. 

Where  foreign  agents  are  concerned  it  may  be  necessary  to  record 
the  transactions  in  currency,  in  which  case  Currency  as  well  as  Sterling 
columns  must  be  utilised,  and  any  difference  on  Exchange  must  be  dealt 
with  as  sho^vn  in  Chapter  X.,  §  6. 
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SYNOPSIS  OF  CHAPTER   VL 


BILLS    OF    EXCHANGE,   PROMISSORY    NOTES,  &c. 

§  1. — Definitions  of — 

(a)  Bills  of  Exchange. 
{b)  Promissory  Notes, 
(c)  Negotiable  Instruments. 
{d)  Days  of  Grace. 

2. — Stamp  Duties  on  Bills  of  Exchange  and  Promissory  Notes. 

3. — Specimen  Forms  of  Bills  of  Exchange  and  Promissory  Notbs. 

4. — Forms  of  Bill  Books. 

(a)  Bills  Receivable  and  Bills  Payable  Books. 
(6)  BiUs  Receivable  and  Bills  Payable  Ledgers. 

(c)  Bill  Diary. 

6. — Accommodation  Bills. 

6.— Dishonoured  Bills,  Retired  Bills.^Short  Bills,  Ax. 

(o)  Dishonoured   Bills. 

(6)  Retired  Bills. 

ie)  Short  Bills. 

(d)  Discounted  Bills. 

(e)  Documentary  Bills. 
(/)  Rebated  Bills. 


80  BOOK-KEEPING   AND    ACCOUNTS.  [Chap.  VI. 


CHAPTER    VI. 


BILLS    OF    EXCHANGE,    PROMISSORY    NOTES,   6:c. 

§  1.— Definitions   of   Bill  of    Exchange,    Promissory   Note,    and 
Negotiable   Instrument. 

(a)    Bill    of    Exchange. 

A  Bill  of  Exchange  is, an  unconditional  order  in  writing,  addressed 
by  one  person  to  another,  signed  by  the  person  giving  it,  requiring  the 
person  to  whom  it  is  addressed  to  pay  on  demand,  or  at  a  fixed  or  deter- 
minable future  time,  a  sum  certain  in  money  to,  or  to  the  order  of,  a 
specified  person  or  to  bearer. 

The  parties  to  a  bill  are  three — (1)  The  Drawer,  i.e,  the  party  who 
makes  out  the  bill  in  the  first  instance  and  signs  it ;  (2)  The  Drawee,  i.e, 
the  party  to  whom  the  bill  is  addressed  ;  and  (3)  The  Payee,  i.e.  the  party 
to  whom  the  bill  is  payable. 

When  the  Drawee  accepts  the  bill  he  signs  his  name  across  the  face 
of  it,  and  becomes  the  Acceptor.  Until  the  Drawee  becomes  the  Acceptor 
he  is  not  liable  on  the  bill.  When  the  bill  is  negotiated,  each  party 
through  whose  hands  it  passes  must  endorse  his  name  on  the  back  thereof, 
and  thereupon  becomes  an  Endorser,  unless  it  is  a  bill  to  bearer,  when  it  is 
negotiated  by  deHvery  only. 

Note. — A  cheque  is  the  commonest  form  of  Bill  of  Exchange,  being  defined  by  the 
Bills  of  Exchange  Act,  1882,  as  a  Bill  of  Exchange  drawn  on  a  Banker,  payable  on  demand. 

{bi    Promissory   Note. 

A  Promissory  Note  is  an  unconditional  promise  in  writing  made  by 
one  person  to  another,  signed  by  the  maker,  engaging  to  pay  on  demand, 
or  at  a  fixed  or  determinable  future  time,  a  sum  certain  in  money  to,  or 
to  the  order  of,  a  specified  person  or  to  bearer. 
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The  parties  to  a  Promissory  Note  are  two :  (1)  The  Promisaar,  i.e. 
the  party  who  makes  the  promise  and  signs  the  note  ;  and  (2)  The 
Promisee,  i.e.  tlie  party  to  whom  the  promise  is  made.  There  may  be 
a  single  Promissor,  or  there  may  be  two  or  more  Promissors.  In  the 
latter  case  the  liability  may  be  either  joint  or  joint  and  several.  If  joints 
any  judgment  without  satisfaction  against  one  of  the  makers  of  the  note 
is  a  bar  to  proceedings  against  the  other  joint  maker  or  makers.  This 
is  not  the  case  if  the  note  is  joint  and  several. 

When  a  note  payable  to  order  is  negotiated,  each  party  through 
whose  hands  it  passes  must  endorse  his  name  on  the  back  thereof,  and 
thereupon  becomes  an  Endorser. 

Note. — A  Bank  of  England  Note  is  the  commoneBt  form  of  PromiMory  Note. 

(c)    Negotiable  Instruments. 

Negotiable  Instruments  are  documents  representing  value  in  money 
the  property  in  which  passes  by  mere  dehvery,  or  endorsement  and 
delivery,  such  as  Promissory  Notes,  Bills  of  Exchange,  &c. 

As  a  general  rule  a  party  cannot  give  a  better  title  to  property 
than  he  possesses  himself,  but  in  the  case  of  negotiable  instruments^ 
provided  the  holder  receives  them  in  good  faith,  for  valuable  consideration 
and  without  notice  of  any  defect  in  the  title,  his  title  will  be  good,  not- 
withstanding any  defect  in  that  of  any  prior  holder. 

ILLUSTRATION- 


A  Bank  Note  is  a  negotiable  instrument.  Aasume  B.  rooeivet  m  Bank  Not«  in 
for  goods  from  C.  and  pays  the  same  into  his  Bank.  B.  subaequently  dkoomn  that  C. 
stolen  the  Bank  Note  from  A.,  who  had  notiiiod  the  Bank  of  England  of  hk  loat.  A.  will  ool 
be  able  to  recover  from  B.,  since  the  latter  received  the  not«  in  good  faith  and  for  TalttAbte 
consideration,  and  consequently  holds  a  good  title  thereto. 

A  Postal  Order  is  not  a  negotiable  instrument,  since  all  orden  are  inoed  by  the  Potl 
Office  marked  "  Not  negotiable.**  Consequently  assuming  the  above  ease  to  have  ooomred 
in  connection  with  a  Postal  Order,  A.  can  recover  from  B.  the  holder,  as  B.*s  title  it  defwtlTa. 

(d)    Days  of  Grace. 

Three  days  are  allowed  for  the  payment  of  all  Bills  of  Exchange 
and  Promissory  Notes,  except  those  payable  at  sight  or  on  demand* 
consequently  in  calculating  the  due  data  allowance  mutt  be  made  for  tlic 
three  days  of  grace.  Similarly  three  days  must  be  taken  into  acoount 
in  calculating  interest  or  discount. 

F 


82 


BOOK-KEEPING   AND    ACCOUNTS. 


[Chap.  VI. 


§  2.— Stamp  Duties  on  Bills  of  Exchange  and  Promissory  Notes. 

Bill  of  Exchange  payable  on  demand,  at   sight,  on  pre-     £    s.    d. 
sentation,  or  within  three  days  after  date  or  sight        . .  ..002 

(This  stamp  may  be  adhesive.) 

Bill  of  Exchange  dra^v^l  and  expressed  to  be  payable  out 
of  the  United  Kingdom,  when  actually  paid  or  endorsed  or 
in  any  manner  negotiated  in  the  United  Kingdom  : — 

Where  the  amount  exceeds  £50  and  does  not  exceed  £100  ..006 
Where  amount  exceeds  £100,  for  every  £100  or  fractional 

part  of  £100  ..  .. 006 

Where  the  amount  does  not  exceed  £50,  the  stamp  duty 
thereon  is  the  same  as  for  Inland  Bills. 

Bill  of  Exchange  of  any  kind  whatsoever,  and  Promissory 
Note  of  any  kind  whatsoever  (except  a  Bank  Note),  drawn  and 
expressed  to  be  payable,  or  actually  paid  or  endorsed,  or  in 
any  manner  negotiated,  in  the  United  Kingdom  (except  as 
above) — 

Where  amount  or  value  of  money  for  which  bill  or  note  is 

drawn  or  made  does  not  exceed  £10 

Exceeds  £10  and  does  not  exceed     £25 

,,         £25         ,,  ,,  ,,  £50 

£50        „  „  ,,  £75 

„        £75         „  „  „         £100 

Exceeding  £100,  for  every  £100  and  fraction  of  £100 


0 

0 

2 

0 

0 

3 

0 

0 

6 

0 

0 

9 

0 

1 

0 

0 

J 

0 

§  3.— Specimen  Forms  of  Bills  and  Promissory  Notes. 

The  following  are  specimen  forms  of  Bills  of  Exchange  :— 


£100 


^'-g      London,  1st  February,  1920. 

Three  months  aftStJ^I-QJ^ay  to  my  order  the  sum  of 
One  hundred  pounds  ^^1 

F.  Smith. 


j^or  value  received. 

o^    g    ^« 

To  Messrs.  Black  &  Co^.,g»'3^S 
Glasgow.  ^  ^ 


In  this  case  the  drawer  and  the  payee  are  one  and  the  same  person. 
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viz.  F.  Smith.     Black  &  Co.  are  the  drawees,  and  on  accepting  the  bill 
they  become  the  acceptors. 


n. 

S       London,  Ist  February,  1920. 

£436  Three  months  aftg-  djite  pay  to  F.  Blackmore  or  order 

the  sum  of  Four  hunSbreS  and  thirty-six  pounds  for  value 
stamp     I    received.  ^ 

OS.  ^ 

To  Messrs.  A.  White  &  Co.,  B.  Williams. 

London. 

In  this  case  the  drawer  and  payee  are  not  the  same  persons. 


III. 
£2  QQQ  London,  1st  February,  1020. 

On  demand  pay  to  A.  Wilkins  or  order  the  sum  of  One 

thousand  pounds  for  value  received. 

To  Messrs.  A.  Black  &  Co.,  A.  Roberts. 

York. 

« 

In  this  case  the  stamp  is  only  2d.,  as  the  bill  is  on  demand.    The 
drawer  and  the  payee  are  again  distinct  parties. 

IV. 
£5,000  Calcutta,  Ist  February,  1920. 

Three  months  afte|58ight  of  this  first  of  exchange 
(second  and  third  of  qvQjt^enor  and  date  unpaid)  pay  to  the 
order  of  Mr.  John  Jo*|  |he  sum  of  Five  thousand  pounds 
for  value  received.       1  « 3 

To  Messrs.  F.  VVilkintoIJ  Co..  R.  PiiiuJ«  *  Co. 

London.        ^ 

v2 
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This  is  a  form  of  foreign  bill  drawn  in  Calcutta  payable  in  this  country, 
and  consequently  the  stamp  duty  is  the  ordinary  Is.  per  cent.  Foreign 
bills  are  often  drawn  in  duplicate  or  in  a  set,  each  part  of  the  set  being 
numbered,  and  referring  to  the  other  parts.  The  first  bill  coming  to 
hand  will  be  presented  for  acceptance,  and  the  others  destroyed  as  and 
when  received. 


Bombay,  1st  February,  1920. 

Fr.50,000  Two  months  a^£  Sg^l^  of  this  our  second   of   exchange 

(first  and  third  of  ^grf^^^or  and  date  unpaid)  pay  to  the 
order  of  Mr.  F.  Brd^^he^sum  of  Fifty  thousand  francs  for 
value  received. 


^ 


To  M.  A.  Sabatier, 
Paris. 


F.  Wall  &  Co. 


This  is  an  illustration  of  a  bill  which  is  drawn  abroad  and  payable 
abroad,  but  is  assumed  to  have  been  negotiated  in  this  country.  Thus 
the  stamp  duty  is  at  the  rate  of  6d.  per  cent. 


The  following  are  some  forms  of  Promissory  Notes 


£50 


London,  1st  February,  1920. 

Three  months  after  date  I  promise  to  pay  A.  White  &  Co. 
or  order  the  sum  of  Fifty  pounds  for  value  received. 

John  Lake. 


It  will  be  observed  that  there  are  only  two  parties  to  a  Promissory 
Note — the  promissor  and  the  payee.     The  stamp  duty  is  ad  valorem. 


§  3.]  BILLS    OF   EXCHANGE,    PROMISSORY   NOTES,   ETC.  85 

II. 

£1,000  London,  1st  February,  1920. 

On  demand  we  promise  to  pay  to  Messrs.  F.  White  &  Co. 
^10^^        the  sum  of  One  thousand  pounds  for  value  received. 

C.  D. 
E.  F. 

This  is  an  instance  of  a  Joint  Promissory  Note,  The  promissors  are 
jointly  liable,  i,e.  only  one  action  can  be  brought,  and  if  judgment  is 
recovered  against  one  of  the  parties  only,  another  action  cannot  subse- 
quently be  brought  against  the  other  party. 

If  the  not€  had  been  worded  '*  I  promise  to  pay,"  and  had  been  signed 
by  both  parties  as  above,  the  note  would  have  been  joint  and  several. 
It  will  be  observed  that  all  Promissory  Notes,  whether  on  demand  or 
otherwise,  bear  an  ad  valorem  stamp  duty  in  contra-distinction  to  Bills 

of  Exchange. 

III. 

London,  Ist  February,  1920. 

£530  Three  months  after  date  we  jointly  and  severally  promise 

to  pay  to  the  order  of  Messrs.  F.  Wilkins  9l  Co.  the  sum  of 
Five  hundred  and  thirty  pounds  for  value  received. 

F.  T. 
W.  X. 
Y.  Z. 

This  is  an  instance  of  a  Jinni  and  Several  PranUsaory  Note  where  the 
parties  are  jointly  and  severally  liable,  and,  in  the  event  of  any  one  of 
the  parties  not  contributing  his  proportion,  the  holder  will  have  a  right 
of  recovery  for  the  full  amount  of  the  note  against  any  one  of  the  Pro- 
missors,  who  m  his  turn  will  have  a  right  of  recovery  from  tlie  remaining 
Promissors  of  their  respective  contributions. 
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§  4.-  Forms  of  Bill  Books. 

(a)    Bills  Receivable  and  Bills  Payable  Books. 

The  forms  of  Bill  Books  vary  considerably  in  practice  according  to 
the  circumstances  of  the  business  and  the  class  of  bills  dealt  with.  The 
essential  point  is  that  the  Bill  Book  should  record  a  concise  history  of 
each  bill. 

The  following  is  a  convenient  form  of  Bills  Receivable  Book  which 
can  be  adapted  to  the  majority  of  cases  : — 


ILLUSTRATION- 


BILLS    RECEIVABLE    BOOK. 


No. 

of 

BiU. 


From 


^,J    ^wK      I  Drawer.      Acceptor.  ^^^     %%oi  \   ^,,„. 


i]?*Ml?M   Folio  I  Amount         How 


including 


of 


?,T°'     uSger       BU, 


Grace 


Disposed 
of. 


1920. 


1     2nd  July    H.  MarahaU  Self 


1920. 
H.  Marshall  London  '1st  July    jl  month 


2  l3t  Aug.    J.  VVUson      Self 

3  9th  Sept.   F.  Johnson 

I 


1920. 
4th  Aug. 


22nd  Sept 


iJ.  Wilson      iLloyds      31st  July   50  days 

;  '  Bank,  ; 

I  !  Ltd.  I 

F.JohnsomL.  Taylor      !  London   1 3rd  Sept.   3  months  6th  Dec. 

&  South 

Western.  | 

Bank,    I  I 

Ltd.  I 


* 

£  S.d. 
50  0  0 

5 

70  0  0 

6 

90  0  0 

£210  0  0 

Fo.  L.  1 

Cash 
received 
4th  Aug. 

Dislionourcd 
22nd  Sept. 

Discounted 
12th  Sept. 


The  following  is  a  convenient  form  of  Bills  Payable  Book: — 


ILLUSTRATION- 


BILLS    PAYABLE    BOOK. 


So. 

of 

Bill. 

Dat€ 
given. 

To  whom 
given. 

Drawer. 

T>o„««          Where      Date  of 
P*y««-       Payable.;      BiU. 

i 

Term. 

Date  due, 

including 

Days  of 

Grace. 

Folio 

in 
Ledger. 

Amount 
of 
BiU. 

How 

Disposed 

of. 

1 

2 
3 

1920. 
15th  July 

19th  July 
3rd  Aug. 

W.  Black 

F.  White 
H.  Brown 

W.  Black  W.  Black       Parr's 
Bank, 
;  Ltd. 
F.  White   F.  White      |     „    „ 
H.  Brown  H.  Brown     [     „    „ 

1920. 
14th  July 

18th  July 
2nd  Aug. 

60  days 

3  months 
2  months 

1920. 
15th  Sept. 

21st  Oct. 
5th  Oct. 

7 
8 

£  s.d. 
90  0  0 

80  0  0 
40  0  0 

Paid 
15th  Sep'. 

£210  0  0 

1 
1 

Fo.  L.  2. 
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ILLUSTRATION- 

In  the  books  of  T.  Atkinson,  the  following  debit  balances  appear  on  July  Ut.  1920:— 

H.   Marshall  

J.  Wilson     \\\         '' 

F.  Johnson 


Also  the  following  credit  balances:  — 

W.  Black 

F.  White      []]         '" 

H.  Brown 

Enter  these  balances  in  the  Ledger  and  from  the  particulars  given  in  the  Bills  R«o«iTablo 
and  Bills  Payable  books  illustrated  above,  make  the  necessary  entries  in  T.  AtkinMn's  books. 


£ 

8. 

d. 

50 

0 

0 

70 

0 

0 

90 

0 

0 

90 

0 

0 

80 

0 

0 

40 

0 

0 

Dr. 


Fo.  1. 


CASH    BOOK 


1920. 
Aug.     4 
Sept.  12 

To  Bills  Receivable 

Fo. 

1 
1 

£     s.   d.  1 
50     0     0 
90     0     0    j 

1 

1930. 
Sept.  ] 

11     i 

Dr. 


1020.  ; 

Sept.  30     To  Sundries 


Fo.  1. 


LEDGER. 


BILLS  RECEIVABLE  ACCOUNT. 


Fo. 
B.R.B.  1 


£      s.    d. 

210    0    0 


1920. 

Aug.    4  ByCaah 

Sept.  12  i  „  CMh 

,.     22  ,.    J.  Wl 


Fo. 
03.1 


L.ft       I      IS    t    t 


Cr. 


•0    0     0 

•i  f  • 


Dr. 

Fo.  2. 

BILLS  PAYABLE  AOOOUNT. 

Cr. 

IMO. 
Sept.  16 

ToOMb 

Fo.              £     •.    d.   i     1010. 

cfi.  1  1    00  Q  0  >  8^^  ao 

BySwdriM    .. 

>lkl 

t     a.  4. 
tio    0    0 

Dr. 


Fo.  3. 


DISCOUNT  ACCOUNT. 


Cr, 


1920.    , 
Sept.  12  1  To 

Ssodd.. 

F... 

en.  1 

£    t.   d.  „ 

Dr. 

Fo.  4. 

H    .MAltbUALL. 

Cr. 

1020. 
July     1     To 

Bdanee.  brooglil 
forward 

1   "- 

.1 

•Hi 

8    •.  4. 

•0    0    0 
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Cr. 


1920. 
July     1 

Sept.  22 


To  Balance,  brought 
forward 

„  Bills  Receivable  Ac- 
cou  nt — D  ishonoured 
Bill 

„  Noting  Charges 


Fo. 

£     8.    d. 

70     0     0 

j      1920. 
1  Aug.     1 

J.  1 

;    c.B.  1 

70     0     0 
5     0 

( 

Fo. 
B.R.B.  1 


£     B.    d. 

70     0     0 


Dr. 


Fo.  6. 


F.  JOHNSON. 


1920. 
July     1 


To  Balance,  brought 
forward 


£     8.   d. 
90    0    0 


1920. 
Sept.    9 


By  BUI  Beceivable 


Fo. 
B.R.B. 


Cr. 


£     8.    d. 
90     0     0 


Dr. 

Fo. 

7. 

w. 

BLACK. 

Cr. 

1920. 
July  15 

To  Bill  Payable.. 

Fo. 
B.P.B.  1 

90     0 

d. 
0  i 

1920. 
July    1 

By  Balance, 
forward 

brought 

£  8.  d. 
90    0    0 

Dr. 

Fo. 

8. 

F. 

WHITE. 

• 

Cr. 

1920. 
July  19 

To  BUI  Payable.. 

Fo. 
B.P.B.  1 

£     s. 
80     0 

d.         1920. 
0         July    1 

il 

By  Balance, 
forward 

brought 

£  s.  d. 
80     0     0 

Dr. 

Fo.  9.                               H.  BROWN. 

Cr. 

1920. 
Aug.    8 

Fo.               £     B.    d. 
To  BUI  Payable . .         . .    B.P.B.  1          40    0    0 

1920. 

July    1      By    Balance,   brought 
forward 

£     8.    d. 

40     0     0 

(b)  Bills  Receivable  and  Bills  Payable  Ledgers. 

These  books  are  ruled  in  a  similar  way  to  ordinary  Bill  Books,  but 
are  provided  with  additional  money  columns  to  show  the  disposal  of  the 
biUs. 

They  may  be  made  to  form  part  of  the  Double  Entry,  in  which  case 
it  will  not  be  necessary  to  have  Ledger  Accounts  for  Bills  Receivable 
and  Bills  Payable. 

The  great  advantage  of  utilising  this  form  of  book  is  that  a  complete 
history  of  each  bill  is  recorded  in  a  manner  capable  of  arithmetical  proof. 


§  4.]  BILLS    OF    EXCHANGE,    PROHISSOBY   NOTES,    ETC. 

The  following  is  a  form  of  Bills  Receivable  Ledger : — 


80 


I 


.si 

ail 

O  K 


ii: 


o 

Q 
•J 

PQ 
o 

PES 


a 


o  • 


k 

H 

11  ^^ 

- 

z 
o 

D 


-   <^ 


1 


>; 
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(c)    Bill   Diary. 

Where  bill  transactions  are  numerous,  it  is  very  advisable  that  all 
bills,  whether  receivable  or  payable,  should  be  entered  up  in  special 
Bill  Diaries,  so  that  the  amounts  due  to  be  received  or  paid  on  any  given 
day  can  be  readily  ascertained. 

The  Diary  will  be  ruled  to  meet  the  requirements  of  each  case, 
separate  space  being  allotted  for  each  day  in  the  year.  The  bills  are 
entered  imder  the  date  on  which  they  fall  due,  allowance  being  made  for 
the  three  days  of  grace. 


§  5. — Accommodation  Bills. 

An  Accommodation  Bill  is  one  to  which  a  person  has  put  his  name, 
whether  as  a  drawer,  acceptor  or  endorser,  without  valuable  consideration, 
for  the  purpose  of  accommodating  some  other  party  who  desires  to 
raise  money  by  negotiating  it. 

There  are  three  common  methods  of  raising  money  on  Accommo- 
dation Bills,  which  are  as  follows  : — 

(1)  Where  one  party  to  convenience  another  accepts  a  bill  without 
valuable  consideration,  to  enable  the  drawer  to  discount  the 
bill  and  thus  raise  money,  the  drawer  repaying  the  acceptor 
when  the  bill  becomes  due. 

ILLUSTRATION- 

For  B.'s  convenience  A.  accepted  a  bill  on  Ist  January,  1920,  for  £100  at  three  months. 

B.  discounted  the  bill  forthwith,  and  paid  the  proceeds,  viz.,  £95,  into  his  Bank.  (Note. — 
The  person  who  discounted  the  bill  charged  £5  for  so  doing.) 

On  the  bill  falling  due  A.  met  it  and  notified  B.,  who  had  arranged  to  reimburse  A.  on 
the  due  date.  B.,  however,  was  unable  to  do  this,  but  arranged  to  give  A.  immediately  a 
cheque  for  £50,  and  a  bill  at  one  month  for  the  balance.     This  bill  was  duly  met  at  maturity. 

Show  the  entries  as  they  would  appear  in  the  books  of  both  A.  and  B.,  and  state  at  what 
date  the  bills  fell  due. 
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A.*S    BOOKS. 


Dr, 

B.»S    ACCOUNT 

Or, 

1920. 
Jan.    1 

Tu  BiUa  Payable 

£     t.  d.            IMO. 
100     0    0          April « 

i 

By  QMh           

..    BUU  R«eeiTabto  .. 

£    a.  4. 

SO    •    t 

so   0   « 

£100     0     0     , 

£1M    0    t 

Dr. 


BILLS    PAYABLE    ACCOUNT. 


Or. 


AprU4 

To  Caah           

100     0     0 

1920. 
Jan.   1 

By  B 

f 
100 

».   d. 
0     0 

Dr. 

CASH 

BOOK. 

Or. 

1920. 
April  4 
May  7 

To  B 

„   Bills  Receivable    . . 

£    ..d.     1 
50     0     0     ' 
50     0     0     1 

1»20. 
AprU4 

1 

By  Bills  Payable 

£ 
100 

ft.  4. 
0    0 

£100     0     0     ! 

MOO 

^^1 

Dr. 


loao.  i 

AprU  4    »     To  B. 


BILLS    RECEIVABLE    ACCOUNT. 


£     8.  d. 

50     0     0 


May  7        BjOMb 


B.*8    BOOKS. 


Or. 


£     a.  4. 
MOO 


Dr. 


1090. 
AprU  4 


To  Cash 
,.    Bills  Payable 


A.'S    ACCOUNT. 


Cr. 


£   ft.  4. 

MOO 
50     0     0 

1      lOtO. 
1    Jan.  1 

Bj  Bills  lUerirabl*  . . 

t     ft.  4. 

too  0  0 

£100     0     0 

£100    0    0 

Dr. 


BILLS    RECEIVABLE    ACCOUNT. 


1910. 
Jan.  1       To  A. 


r> 


£     a.   d. 
100    0    0 

IWO. 
J«a    1 

By  r«U. 

1*4 

•*     o     0 

»    •    0 

ClOO    0    0 

ttoo  •  • 
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Cr. 

1 

1920.    1 
Jan.     1 

£    8.   d.          1920.        j 

. .              95     0    0          AprU  4     1     By  A 

May  7          „    Bills  Payable 

£    s.    d 

50     0     0 

..               50     0     0 

Dr. 

To  Bills  Receivable 

DISCOUNT    ACCOUNT. 

Or. 

1920. 
Jan.     1 

£   8.  d. 
5     0     0 

1 

Dr. 

To  Cash  . . 

BILLS    PAYABLE    ACCOUNT. 

Cr. 

1920. 
May   7     j 

£    8.   d. 
..               50     0     0 

1920.        i 

April  4    1     By  A 

£  8.  d. 

..     ;         50     0     0 

Note. — The  first  bill  fell  due  on  the  4th  April,  1920,  and  the  second  on  the  7th  May, 
1920.     The  three  days  of  grace  allowed  should  be  noted. 


(2)  Where  one  person  draws  a  bill  on  another  party  who  accepts  the 
same  without  valuable  consideration.  The  bill  is  discounted  by 
the  drawer,  who  remits  immediately  half  the  proceeds  to  the 
acceptor,  remitting  the  remaining  half  when  the  bill  becomes 
due,  each  party  sharing  in  the  expenses  of  discount. 

ILLUSTRATION— 

For  the  mutual  convenience  of  A.  and  B.,  A.  draws  a  bill  on  B.  for  £100  at  three  months 
on  1st  January,  1920.  B.  accepts  the  bill  and  returns  it  to  A.,  who  discounts  the  same  with 
his  bankers  at  6  per  cent.,  the  arrangement  being  that  A.  and  B.  shall  share  the  proceeds  equally. 

On  the  bill  falling  due  A.  remits  his  proportion,  and  the  bill  is  met  in  due  course  by  B. 
Show  the  entries  as  they  would  appear  in  the  books  of  both  A.  and  B. 


A.'S    B 

OOKS. 
COUNT. 

Dr. 

B.'S    AC 

OV. 

1920. 
Jan.     a 

April    3 

To  Cash 

„   Discount       

,.  Cash 

£    8.  d. 

49  5     0 
15     0 

50  0     0 

1920. 
Jan.   1     '     By  Bills  Receivable  . . 

£    s.   d. 
100     0     0 

£100     0     0 

£100     0     0 

Dr. 

j    To  B 

BILLS 

>    RECEIVABLE    ACCOUNT. 

Or. 

1920. 
Jan.  1 

.. 

£        8.     d. 

100     0     0 

1920. 
Jan.  3 

By  Cash         

£    -8.  d. 
100     0     0 
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Dr. 


CASH    BOOK. 


Cr. 


)920. 
Jan.   3         To  Bills  Receivable 
April  3  „    Balance 


£     •.  d.  IMO. 

100    0    0     I    Jan.  S  By  Dtooovnt 

15    0  ..  „    B.    .. 

Aprils  „    B. 


£100  15     0 


April  4 


<   a.  d. 

1  10  0 
40  ft  0 
ftO     0     0 

ClUO  IS     0 

IS     0 

Dr. 


DISCOUNT    ACCOUNT. 


Cr. 


1920. 
Jan.   S 

To  Cash 

£    a.  d.     i|      1920. 
1  10    0    1     J»a-  S 

Bjr  B 

£    •.  d. 
IS     0 

B.»S    BOOKS. 


Dr, 

A/S    ACCOUNT. 

Cr. 

1920. 
Jan.    1 

To  BIUs  Payable 

£     a.  d. 

100     0     0 

1920. 
Jan.  4 

ApriU 

„    DiMoant 
..    Caah 

C     tL     d. 

4f    ft    0 

Ift    f 

SO    0    • 

£100    0     0 

flOO    0    0 

Dr. 


1020. 
April  4 


ToOMh 


BILLS    PAYABLE    ACCOUNT. 


£     t.  d. 

100    0    0 


ino. 

Ju.  1 


BF  A 


Dr. 

CASH 

BOOK. 

1920. 
Jan.  4 
ApriU 

To  A 

,','    6'aUoce 

t   ft.  d. 

40    5     0 

50     0     0 

15     0 

IMO.      1 
April  4    '    By  BiUa  PfJbU 

£100     0     0 

April*    1    Br  BaUdt* 

Or. 


c    «.  d. 

too   •   0 


Or. 

Ift    t 

Dr. 


DISCOUNT    ACCOUNT. 


Or. 


IMO. 
Jan.  4 


To  A. 


£     ».    (I. 

16     0 


Note  to  Illustration. 

When  it  if)  stated  that  a  bill  is  di800uni«d  at  a  c<«rtain  rate  p«r  wot.,  tbo  addition  of  th« 
words  '•  per  Annum  "  is  usually  implied,  and  the  calculation  of  tho  ditcount  should  b«  mad« 
on  the  term  of  the  bill.  In  practice  diicoant  ia  calculated  on  the  number  of  day*  including  daji 
of  grace,  but  in  theoe  illustrations  it  hat  been  calculated  in  months. 
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(3)  Where  two  parties  each  draw  a  bill  of  equal  amount  on  the 
other,  and  discount  the  other's  bill,  meeting  their  own  bills 
when  they  fall  due,  and  paying  the  expenses  of  discounting 
each  other's  bill. 

ILLUSTRATION— 

On  Ist  January,  1920,  A.  draws  a  bill  on  B.  at  four  months  for  £500,  and  B.  draws  on  A. 
for  a  similar  amount  and  term.  Both  bills  are  accepted  and  discounted  respectively  at  5  per 
cent.  At  maturity  A.  meets  his  own  acceptance,  but  B.'s  acceptance  is  dishonoured,  with 
the  result  that  A.,  the  drawer,  is  called  upon  to  take  it  up.  The  Bank  charges  expenses  on 
the  dishonoured  bill  6s.  8d.  B.  then  accepts  a  new  bill  at  three  months  for  the  amount  due 
by  him,  plus  interest  at  5  per  cent,  per  annum,  which  is  duly  met  at  maturity. 

Show  the  entries  in  the  books  of  both  parties. 

A.'S    BOOKS. 


Dr. 

B.'S    ACCOUNT. 

Gr, 

1920. 
Jan.    1 
May  4 

»» 

To  BUls  Payable 
„  Cash :       Bill     dishonoured 

and  expenses     . . 
„  Interest 

£    s.  d.   : 

500     0     0 

500     6     8 
6     5     1 

1920. 
Jan.   1 
May   4 

By  BUls  Receivable  . . 

£      s.   d. 

..     ,        500     0     0 
..     '        506  11     9 

£1,006  11     9 

£1,006  11     9 

Dr. 


1920. 
Jan.  1 
May   4 


3920. 
Jan.  1 
Aug.  7 


BILLS    EECEIVABLE    ACCOUNT. 


To  B. 


£     s.  d     . 

'        500     0  0     I 

506  11  9      I 

1  £1,006  11  9      I 


1920. 
Jan.  1 
Aug.  7 


By  Cash 


To  Bills  Receivable 


£       8.    d. 

500     0     0 
506  11     9 

1920. 
Jan.  1 
May  4 

1 

Gr. 


£  s.  d. 
500  0  0 
506  11     9 


£1,006  11     9 


By  Discount 

„    Bills  Payable 
„    B.  Bill  dishonoured  and 
expenses 


Dr. 

BILLS     PAYABLE    ACCOUNT. 

Gr. 

1920. 
May  4 

To  Cash  . . 

£     s.  d. 

500     0     0 

1         1920.    1 

Jan.   1     j     By  B 

£      s.  d. 
500     0     0 

Dr. 

- 

CASH    BOOK. 

Gr. 

£  s.  d. 

8  6  8 

500  0  0 

500  6  8 


Dr. 

DISCOUNT    AND    INTEREST    ACCOUNT. 

Gr. 

1920. 
Jan.  1 

To  Cash  . . 

£     8.    d. 
8     6     8 

1920. 
May  4 

By  B 

e  8.  d. 

6    5     1 
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Dr, 

A.*S    ACCOUNT. 

Of. 

1920. 
Jan.   1 
May  4 

To  Bills  Payable 

•• 

£       B.    d. 

500    0    0 
600  11     9 

1990. 
Jan.  1         liy  BUla  RecvKable  . . 
May  4          ..    BUbPayabto 

..   Interest  and  BzpMBW  .. 

i 

£     •.  « 

MJ    0    • 
•00    •    • 

•  11     9 

£1.000  11     9     j 

ftUlM  11    f 

^^■■■■^■■■a 

Br. 

BILLS    PAYABLE    ACCOUNT. 

Or. 

1920. 
May  4 
Aug.  7 

To  A.— Bill  met  by  him 
„  Cash 

•• 

£     B.  d. 

500     0     0 

506  11      9     1 

1920. 
Jan.  1 
May  4 

By  A 

MO    0    0 

MM  11     9 

£1.000  11     9 

UfOOOJl    0 



Dr. 

BILLS    RECEIVABLE    ACCOUNT. 

Or. 

1920. 
Jan.  1 

To  A 

£     B.  d. 
600    0    0 

1920. 
Jan.  1 

BjrOMh        

i.\\ 

Dr. 

DISCOUNT 

,    INTEREST    AND    EXPENSES    ACCOUNT. 

(    T. 

1920. 
Jaa.  1 
May  4 

To  Carih 

„   A 

£   B.  d. 

8     0     8 
6  11     9 

Dr. 

CASH    BOOK. 

Cf. 

1990. 
Jaa.  1 

To  BUls  Receivable 

'         £      i.  d.              1920. 
500    0    0         Jan.  1 

1                          II    ^"--^ 

^^gJlEISU. 

t     a.  4. 

•  to 

MO  II     9 

§  6.  -Dishonoured  Bills,  Retired  Bills,  Short  Bills,  &c. 

(a)    Dishonoured  Bills. 

Where  a  bill  is  not  met  at  maturity  by  tlie  aooeptor,  it  is  termed 
"  dishonoured,"  and  the  entry  in  the  books  of  the  drawer  will  then  be 
to  credit  the  Bills  Receivable  Account  and  debit  the  Acceptor. 

If  the  bill  has  been  discounted  by  the  drawer  in  the  meanwhile, 
and  is  dishonoured  at  maturity,  the  drawer  will  debit  the  aooeptor  and 
credit  cash,  if  he  has  discounted  with  his  Bank,  or  other^-ise  the  pereonal 
account  of  the  party  with  whom  he  discounted  the  bill. 
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Any  expenses  incurred  in  noting  or  protesting  the  bill  are  chargeable 
against  the  acceptor.  The  expenses  of  discounting  the  bill,  however, 
cannot  be  charged  against  the  acceptor.  The  acceptor's  account  in  the 
drawer's  books  ^vill  be  debited  \\dth  any  cash  discount  which  may  have 
been  credited  to  Ms  account  on  giving  the  bill,  as  the  condition  of  allowing 
such  discount  was  that  the  bill  should  be  honoiu-ed  at  maturity.  This 
discount  must  not  be  confused  with  the  expenses  of  discounting  the  bill 
itself. 

Where  a  bill  in  the  hands  of  a  holder  in  due  course  is  dishonoured, 
he  will  debit  the  account  of  the  person  from  whom  he  received  it,  and 
credit  Bills  Receivable  Accoimt. 


(b)  Retired  Bills. 

It  occasionally  happens  that  a  person  accepts  a  bill,  and  subsequently 
discovers  that  it  will  be  inconvenient  or  impossible  for  him  to  meet  such 
bill  at  maturity,  and  consequently  he  approaches  the  drawer  of  the  bill, 
and  endeavours  to  make  arrangements  for  the  withdrawal  of  the  original 
bill  and  the  substitution  of  another  in  its  place,  thus  giving  himself 
additional  time  wherewith  to  find  the  money  required.  In  such  cases 
interest  is  usually  charged  by  the  drawer  for  the  convenience  afforded. 

(c)  Short  Bills. 

This  is  a  term  given  to  bills  which  have  been  paid  into  the  Bank 
for  collection  to  await  maturity.  They  must  not  be  confused  with 
discounted  bills,  and  no  entry  will  be  made  in  the  books  whatever,  except 
by  way  of  memoranda.  It  frequently  happens,  however,  that  for  the 
sake  of  convenience  in  the  book-keeping,  separate  bill  accounts  are  kept 
for  the  various  collecting  Banks,  which  are  debited  with  all  bills  paid  in 
for  collection,  the  accounts  being  credited  when  the  bills  are  met  or 
dishonoured.  It  should  be  remembered,  however,  that  the  Banks  are 
not  debtors  for  these  bills,  but  only  hold  them  for  safe  custody. 

Under  no  circumstances  should  a  short  bill  paid  into  a  Bank  for 
collection  be  entered  in  the  Cash  Book  unless  there  is  a  special  bill  column. 
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(d)    Discounted  Bills. 

The  process  of  discounting  a  bill  is  to  all  intents  and  purposes  equi- 
valent to  the  sale  of  a  bill  for  its  present  worth,  subject  to  its  being  met 
at  maturity,  the  use  of  the  money  being  thus  obtained  before  the  due  date. 

The  consideration  for  so  obtaining  the  money  in  advance  is  termed 
"  discount,"  and  is  based,  in  the  case  of  good  bills,  upon  the  rates  ruling 
at  the  date  of  discounting.  This  discount  has  no  connection  with  cash 
discount  or  trade  discount,  and  must  not  be  confused  therewdth,  and 
is  more  in  the  nature  of  interest. 

The  entries  in  the  books  will  be  to  debit  Cash  and  Discount  and 
credit  Bills  Receivable  Account.  In  many  cases  the  Banks  will  credit 
their  customers  with  the  face  value  of  the  bill,  and  charge  the  discount 
per  contra.  In  such  an  event  the  bill  will  be  entered  in  the  Cash  Book  at 
its  full  amount,  and  the  discount  will  be  sho^vn  as  a  payment  on  the  credit 
side,  and  posted  to  the  Discount  Account. 

A  contingent  liability  remains  on  discounted  bills  until  the  same 
mature  and  are  met,  since  if  such  a  bill  is  dishonoured  the  holder  has  a 
right  of  recourse  against  the  drawer.  This  point  is  further  discussed  in 
Chapter  VIII.,  §  15  (d). 

(e)   Documentary  Bills. 

Where  goods  are  exported,  the  general  method  of  obtaining  payment 
therefor  is  as  follows  : — The  goods  in  accordance  with  the  order  will  be 
delivered  to  a  Shipping  Company,  and  Bills  of  Lading  will  be  obtained 
in  respect  thereof. 

A  Bill  of  Lading  is  a  Contract  of  Affreightment  stating  the  terms 
upon  whicli  the  goods  are  to  be  carried,  acting  as  a  receipt  for  the  goods, 
and  also  as  a  document  of  title  to  the  goods.  Three  copies  are  prepared, 
one  kept  by  the  Ship,  and  two  handed  to  the  Consignor,  who  will  forward 
one  to  the  Consignee. 

Where,  however,  the  seller  of  the  goods  wkhes  to  obtain  payment 
before  the  goods  are  actually  delivered,  he  will  draw  upon  the  Consignee 
for  the  value  of  the  goods,  and  attach  to  the  draft  a  copy  of  the  invoice 
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and  the  Bills  of  Lading.  Such  a  bill  is  termed  a  Documentary  Bill,  He 
will  hand  these  documents  to  his  Banker,  who  in  turn  will  forward  them 
to  his  own  correspondent  at  the  place  where  the  Consignee  of  the  goods 
resides.  The  Consignee,  to  enable  him  to  get  the  goods,  must  have  the 
Bill  of  Lading,  and  he  cannot  get  this  unless  he  meets  the  bill. 

As  a  general  rule  the  fact  that  a  bill  has  been  drawn  upon  him  is 
notified,  and  if  he  accepts  such  bill  before  the  arrival  of  the  goods  he 
wall  accept  conditionally  "  cash  against  documents." 

The  English  Banker,  upon  receiving  notification  from  his  corre- 
spondent that  the  bill  has  been  met,  will  credit  the  seller  of  the  goods 
therewith,  subject  to  his  collecting  charges. 

Alternatively  the  bill  may  be  discounted  in  the  first  instance,  the 
same  procedure  being  followed. 

Where  goods  are  imported,  payment  is  usually  effected  in  a  similar 
manner. 


(f)    Rebated  Bills. 

In  some  cases  bills  are  met  before  the  due  date,  usually  for  the 
purpose  of  obtaining  possession  of  the  goods  or  documents,  which  cannot 
be  released  until  the  bill  is  discharged.  Where  this  is  done  a  rebate  is 
allowed,  representing  interest  on  the  amount  of  the  bill  for  the  period 
unexpired,  based  upon  the  current  rate  of  discount.  Such  rebate  will 
go  to  the  credit  of  the  Interest  or  Discount  Account,  and  to  the  debit  of 
the  Bills  Payable  Account,  making,  with  the  actual  cash  paid,  the  full 
amount  of  the  bill. 
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PARTNERSHIP     ACCOUNTS. 

§  1. — Partnership  Deeds,  and  their  Relation  to  the  Accounts. 

2. — The  usual  Adjustments  necessary  in  Partnership  Accounts. 

(a)  Interest  on  Capital. 

(b)  Interest  on  Drawings. 

(c)  Partners*  Salaries. 

3- — Partners'  Fixed  Capital  Accounts,  Current  Accounts,  and  Loan  Accounts. 

(a)  Partners'  Fixed  Capital  and  Current  Accounts. 
(6)  Partners'  Loan  Accounts. 

4. — The  Adjustment  of  Partnership  Accounts  under  Single  Entry. 

5. — Goodwill  in  Partnership  Accounts. 

(a)  Definition  of  Goodwill. 

(6)  Methods  of  treating  Goodwill  in  the  case  of  an  Incoming  Partner. 

(«)  Goodwill  affecting  Outgoing  Partners. 

id)  Life  Assurance  Policies  to  provide  for  part  payment  of  Goodwill. 

{e)  Goodwill  on  the  Sale  of  a  Partnership  Business  to  a  Company. 

if)  Treatment  of  the  Goodwill  Account  in  the  books  of  a  Partnenhip. 

6. — OuTOOiNO  Partners. 

(a)  Repayment  of  Outgoing  Partner's  Capital,  Stc,,  by  Instalments. 

(6)  Repayment  of  Outgoing  Partner's  Capital,  Stc.,  with  Iniemt  from  data  of 
reidisation  of  Assetc. 

(0)  Repayment  of  Outgoing  Partner's  Capital,  &,c.,  by  way  of  an  Annuity. 

7. — Slxbpino,  Quasi,  and  Limited  Partners. 
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§  8. — Dissolution  of  Partnerships. 

(a)  The  application  of  section  44  of  the  Partnership  Act,  1890. 
(h)  Formula  for  closing  the  Partnership  books  on  Dissoli;tion. 

(1)  Where  there  is  a  profit  on  the  realisation  of  the  assets. 

(2)  Where  liabilities  are  paid  in  full,  but  there  is  a  loss  on  the  realisation  of  the 

assets. 

(3)  Where  there  is  a  loss  on  the  realisation  of  the  assets,  placing  one  partner's  capita) 

account  in  debit  temporarily,  obliging  him  to  bring  in  cash  to  that  extent. 

(4)  Where  there  is  a  loss  on  the  realisation  of  the  assets,  placing  one  partner's  capital 

account  permanently  in  debit,  he  being  insolvent,  and  the  rule  in  Garner  v. 
Murray  being  applied. 

(c)  Dissolution  of  Partnership  on  agreed  terms. 

(d)  Dissolution  of  Partnership  by  death  or  bankruptcy. 

(e)  Dissolution  of  Partnership  by  conversion  into  a  Limited  Company. 
>f)  Amalgamation  of  Sole  Traders 

9. — Joint  Venture  Accounts. 

(a)  Where  a  separate  set  of  books  is  opened  for  the  transactions  of  the  Joint  Venture. 
(6)  Where  no  separate  set  of  books  is  opened  for  the  transactions  of  the  Joint  Venture. 

10. — Miscellaneous  Problems  in  Partnership  Accounts. 

(a)  Proportion  of  one  Partner's  share  borne  personally  by  another. 
(6)  Readjustment  of  Partners'  shares  over  a  period  of  years. 

(c)  Adjustment  in  accounts  where  Interest  on  Capital  has  been  omitted. 

(d)  Share  of  one  Partner  guaranteed  at  a  fixed  minimum. 
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CHAPTER  VII. 

PARTNERSHIP  ACCOUNTS. 

§  1. — Partnership  Deeds,  and  their  Relation  to  the  Accounts. 

Partnership,  as  defined  by  the  Partnership  Act,  1890,  is  the  relation 
which  subsists  between  persons  carrying  on  business  in  common  with  a 
view  of  profit. 

The  essence  of  partnership  is  "  mutual  agreement,"  and  partnersliips 
at  will  can,  and  often  do,  exist  without  there  being  any  ^vTitten  agreement 
or  deed.  As  a  rule,  however,  partnership  deeds  are  dra\vTi  up,  clearly 
setting  out  the  facts  of  the  agreement  between  the  partners,  and  con- 
taining provisions  for  the  avoidance  of  disputes,  and  to  facilitate  settle- 
ments in  the  event  of  death  or  dissolution.  Notwithstanding  the  existence 
of  a  deed,  the  provisions  thereof  can  be  varied  or  overruled  by  mutual 
agreement  between  the  partners. 

It  is  only  in  cases  where  insufficient  provision  is  niade  in  the  deed, 
or  there  is  an  absence  of  mutual  agreement,  that  it  is  necessary  to  apply 
the  Partnership  Act,  1890,  and  the  decisions  thereunder,  to  settle  points 
at  issue. 

Owing  to  the  conflicting  legal  decisions  on  the  interpretation  of 
the  Partnership  Act,  1890,  in  connection  with  questions  of  account, 
it  is  most  advisable  that  every  deed  should  specify  the  precise  way  in 
which  such  matters  are  to  be  dealt  with. 

(a)   Clauses  relatlnjc  to  Accounts  in  Partnership  Deeds. 

The  general  provisions  affecting  questions  of  account  that  should  be 
contained  in  all  deeds,  apart  from  any  special  circumstanoeii,  are  as 
follows : — 

(1)  As  to  capital,  and  whether  each  partner  should  contribute  a 
fixed  amount  or  otherwise. 


102  BOOK-KEEPmo  AND  ACCOUNTS.  [Chap.  VII. 

(2)  As  to  the  division  of  profits  and  losses  between  the  partners, 
including  capital  profits  and  losses. 

(3)  Whether  the  capitals  are  to  be  fixed,  drawings  and  profits  being 
adjusted  in  current  accounts,  or  whether  the  same  are  to  be 
adjusted  in  the  capital  accounts. 

(4)  Whether  interest  on  capital  or  drawings  or  both  should  be  charged, 
and  the  rate  thereof. 

(5)  Whether  current  accounts  (if  any)  are  to  bear  interest,  and  the 
rate  thereof. 

(6)  Whether  the  drawings  in  advance  of  profits  are  to  be  limited. 

(7)  As  to  partners'  salaries  (if  any). 

(8)  That  proper  accounts  shall  be  drawn  out  at  least  once  a  year 
(all  assets  of  a  fluctuating  nature  being  brought  in  at  a  valuation), 
and  that  the  same  shall  be  audited  by  a  professional  Accountant, 
and  signed  by  all  the  partners. 

(9)  That  such  accounts  shall  be  binding  on  the  partners,  but  can  be 
reopened  in  the  case  of  manifest  error  within  a  specified  period. 

(10)  That  the  method  of  determining  the  amount  of  goodwill  in  the 
event  of  the  retirement  or  death  of  any  one  of  the  partners  shall 
be  fixed. 

(11)  That  in  the  event  of  the  death  of  a  partner  the  method  of  deter- 
mining his  capital  shall  be  stated,  whether  he  is  to  be  entitled 
to  his  capital  as  per  the  last  Balance  Sheet,  plus  interest  at  a 
certain  rate  per  cent,  in  lieu  of  profits,  or  whether  accounts  are 
to  be  taken  at  the  date  of  death,  and  his  share  of  profits  up  to 
that  date  credited,  and  whether  or  not  the  assets  of  the  partner- 
ship are  to  be  subject  to  revaluation. 

(12)  That  in  the  event  of  partnership  insurance  policies  existing,  the 
method  of  treating  the  premiums  and  the  division  of  the  policy 
money  shall  be  determined. 
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(b)    Rules  relating  to  Partnership  Accounts  in  the  absence  of  Agreement. 

It  should  be  remembered  that  §  24  of  the  Partnership  Act,  1890, 
provides  that  in  the  absence  of  mutual  agreement — 

(1)  Partners  are  entitled  to  share  equally  in  the  capital  and  profits, 
and  are  required  to  contribute  equally  to  the  losses,  whether 
of  capital  or  otherwise. 

(2)  Partners  are  entitled  to  5  per  cent,  interest  on  advances  as  apart 
from  capital. 

(3)  Partners  are  not  entitled  before  ascertainment  of  profits  to  any 
interest  on  capital. 

(4)  Partners  are  not  entitled  to  remuneration  for  acting  in  the 
partnership  business,  either  by  way  of  salary  or  otherwise. 

The  rules  as  to  the  treatment  of  accounts  on  dissolution  are  dealt 
with  in  §  8  of  this  Chapter. 

§  2.— The  usual  Adjustments  necessary  in  Partnership  Accounts^ 

Before  ascertaining  the  amount  of  divisible  profits,  the  following 
adjustments  are  frequently  necessary  in  order  to  adjust  the  rights  of  the 
partners  inter  se  : — 

a)    Interest  on  Capital. 

By  charging  interest  at  a  fixed  rate,  usually  6  ]X5r  cent,  per  annum, 
in  respect  of  the  capital  employed  in  a  business,  it  can  be  seen  whether 
the  profits  are  sufficient  (after  charging  an  amount  which  represents  the 
earning  value  of  the  money  invested  in  the  business)  to  justify  the  con- 
tinuation thereof  with  unlimited  liability  to  each  of  the  partners.  Apart 
from  this,  however,  the  object  of  charging  interest  on  capital,  where 
there  are  two  or  more  partners  in  a  business,  is  to  adjust  the  rights  of  the 
partners  inter  se  as  regards  capital,  thus  giving  the  one  holding  the  larger 
proportion  an  advantage  in  respect  thereof  prior  to  tlie  division  of  profits. 
In  those  cases  where  the  capitals  are  fixed,  and  the  shares  of  profits  are  in 
exact  proportion  to  the  capitals,  the  efifect  of  charging  interest  will  make 
no  difference  to  the  ultimate  amount  which  will  be  credited  to  each 
partner,  but  it  is  advisable  to  do  so  for  the  first  reason  mentioned  above. 


104  BOOK-KEEPING   AND    ACCOUNTS.  [Chap.  VII. 

Interest  on  capital  will  be  calculated  on  the  figure  at  the  commence- 
ment of  the  period,  and  allowance  must  be  made  for  any  additions  of 
capital  or  ^v^thdrawals  therefrom  during  the  period,  interest  being  worked 
from  the  exact  dates  thereof.  The  Partners'  Capital  or  Current  Accounts 
will  be  credited  with  the  amount  of  interest,  and  interest  on  Capital 
Account  debited. 

The  precise  effect  of  omitting  to  charge  interest  on  capital  is  as 
follows  : — 

(1)  If  the  capitals  are  equal,  and  the  partners  share  profits  unequally, 
the  partner  entitled  to  the  smaller  share  of  profit  will  lose. 

(2)  If  the  partners  share  profits  equally,  but  the  capitals  are  unequal, 
the  partner  with  the  larger  capital  will  lose. 

(3)  Where  the  capitals  are  unequal,  and  the  partners  share  profits 
unequally,  the  result  to  the  partners  depends  upon  the  proportion 
in  which  the  profits  are  shared,  and  the  respective  amounts  of 
capital  held  by  them. 

(b)  Interest  on  Drawings. 

Frequently  partners'  drawings  are  irregular,  and  in  such  cases,  if 
interest  thereon  is  charged,  the  rights  of  the  partners  are  exactly  adjusted. 
In  numerous  cases,  however,  no  interest  is  charged  at  all,  and  the  draw- 
ings take  place  by  mutual  agreement. 

Where  interest  is  charged  it  will  be  calculated  at  a  fixed  rate  per 
cent,  from  the  date  of  each  drawing  to  the  date  the  accounts  are  closed, 
being  credited  to  Interest  on  Drawings  Account  and  debited  to  the 
Partners'  Drawing  Accounts.  A  very  convenient  method  of  calculating 
this  interest  is  by  finding  the  average  date,  and  taking  interest  there- 
from up  to  the  close  of  the  period.  An  illustration  of  how  to  ascertain 
average  date  is  given  in  Chapter  V.,  §  7. 

(c)  Partners'  Salaries. 

There  are  several  cases  where  it  should  be  agreed  to  charge  partners' 
salaries  before  division  of  profits,  and  the  most  important  of  these  are  : — 

(1)  Where  one  or  more  of  the  partners  leave  the  entire  or  greater 
part  of  the  management  of  the  business  to  the  remaining  p<irtner 
or  partners. 
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(2)  Where  there  are  junior  partners,  it  is  often  arranged  that  their 
share  from  the  business  shall  consist  of  a  fixed  salary,  plus  a  small 
percentage  of  the  profits  after  charging  such  8alar>\ 

(3)  Where  neither  of  the  above  cases  are  operative,  but  it  is  desired 
that  the  business  shall  be  charged  ^vith  a  proper  amount  repre- 
senting the  management  services  of  the  partners. 

The  amounts  agreed  upon  as  salary  should  be  debited  to  the  Profit 
and  Loss  Account,  and  credited  to  the  Partners'  Current  or  Capital 
Accounts,  as  the  case  may  be,  unless  the  same  are  paid  regularly  in  cash, 
when  they  may  be  debited  direct  to  the  nominal  account. 

ILLUSTRATION- 

The  following  is  the  Trial  Balance  of  Messrs.  A.,  B.  and  C,  as  at  3l8t  December,  1919. 
Profits  and  Losses  are  shared — A.  half,  B.  one-third,  C.  one-sixth. 
Prepare  Trading  and  Profit  and  Loss  Account  and  Balance  Sheet. 


Capital— 
A. 
B. 

c. 

Drawing  Accounts 


B 

C 

Salary  Accoantji— 

c'        '.'. 
Sales 

Purchases    . . 
Loan  on  MortKii^i' 
Machinery  and  I'lant 
Land,  BuildinRH,  Ac. 

Creditors 

Wages         

Salaries       

l».Mors 

I  '  .  !'    ICxpenses     . . 

I ;  ..■  ll«rs  Coniniission  and  ixiK-nscH 

i:  .■    ■   .!,.!   I. IV.-   .. 

!;:;•     i;. .  •,■.>':■      . . 

I'.i  I   \>rh\    1;.  -.  rvr  ArcoudI 

Insurance    .. 

]{»d  Debts  . . 

(  arriage  Inwards 

Outwards 
stmk  3l«t  December,  1018 
Cash  at  Bank 

„    on  Deposit 

„    In  Hand 


s.  d. 


1,500  0  0 
800  0  0 
200     0     0 


500 
200 


6.000     0     0 


4.500 
0.000 

14.000 

1.000 

7,500 

750 

1.400 

120 

900 

SO 
160 

too 

250 
6/100 

87ft 
2,000 

ss 


£  s.  d. 

10.000  0     0 

6.000  0     0 

2,000  0     0 


SS.00O     0     0 
3.000     0     U 


0     0 


0    0 


£55,700    0    0        CM,700    0    0 


Charge  Depreciation  on  Land  and  Buildings  at  *2l  per  cont. 

,,  ,,  Machineiy,  Ac.,  at  5  prr  <-<»nt 

,,      Interest  on  Capital  at  5  per  cent. 

,,      Interest  on  Drawings  at  4  per  cent. 
Average  dates  of  Drawings— A.  80th  June;    B.  31st  May;   C.  16th  Norember. 
Provide  Interest  on  IxMtn  one  year  at  5  per  cent. 

Adjust  the  Bad  Debt  Reserve  Account  to  4  per  cent,  on  the  OutsUnding  Debtors. 
Stock  31  St  December,  1919,  £5,000. 
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Cr. 


£     8.  d. 


To  Capital  Accounts — 

A.  Balance  1st  Jan.,  1910 
Add  Interest  on  Capital 
„  Profit 


Lets  Drawings  . . 
Interest  on  do. 


B.  Balance  1st  Jan..  1919 
Add  Interest  on  Capital 
..    Profit 


Lest  Drawings 
Interest  on  do. 


C.  Balance  1st  Jan.,  1919 
Add  Interest  on  Capital 
„     Profit 


£ 
1,500 
30 


600 
14 


Less  Drawings 
Interest  on  do. 


Sundrj-  Creditors — 
On  Open  Account 

Loan  on  Mortgage 
Interest 


200 
1 


10,000 

500 

2,960 


0  0 
0  0 
0  0 


8.  d. 


13,460 
1,530 

0  0 
0  0 

6,000 

300 

1.973 

0  0 
0  0 
6  8 

8.273 
614 

6  8 
0  0 

2,000 
100 
986 

0  0 

0  0 

13  4 

3.086 
201 

13  4 

0  0 

3,000 
150 

0  0 
0  0 

11.930     0     0 


(,639     6     8 


2,885  13 
1,500     0 


3,150     0     0 


By  Land.  Buildings,  Ac.    . .    6,000 
Less  Depreciation  2J%     150 

„    Machinery  and  Plant  . .    4,500 
Less  Depreciation  5%       225 

„    Stock 

„    Debtors 7,500 

Less  Reserve  for  Bad  Debts  300 

.,    Bills  Receivable 

„    Cash  :— 

On  Deposit  Account  3,000 
On  Current  Account  875 
In  Hand        . .  . .         25 


£27,125     0     0 


£      8.   d. 

5,850     0     0 


4,275     0     0 
5,000     0     0 


7,200     0     0 
900     0     0 


3.900     0     0 


£27.125     0     0 


Dr. 


TRADING     AND     PROFIT     AND     LOSS     ACCOUNT 
for  the  year  ending  Slst  December,  1919. 


Cr. 


£ 

8. 

d. 

' 

£         8.    d. 

To  Stoclf  31st  Dec,  1918 

6,000 

0 

0 

By  Sales             

33,000     0     0 

„  Purchases         

6,000 

0 

0 

„    Stoclj  31st  Dec,  1919 

5,000     0     0 

„  Wages   . . 

14,000 
200 

0 
0 

0 
0 

„  Carriage  Inwards 

„  Balance,  being  Gross  Profit  . . 

11,800 

0 

0 

£38,000 

£ 

0^ 
8. 

0 
d. 

£38,000     0     0 

£        8.    d. 

To  Salaries             

1,000 

0 

0 

By  Balance        

11,800     0     0 

„  Partners*  Salaries 

700 

0 

0 

„   Interest  on  Drawings — 

„  Trade  Expenses 

750 

0 

0 

A £30 

„  Travellers'  Commission.  Ac. 

1,400 

0 

0 

B 14 

„  Insurance         

30 

0 

0 

C 1 

„  Rates  and  Taxes 

120 

0 

0 

45     0     0 

„  Carriage  Outwards      . . 

250 

0 

0 

..  Depreciation 

376 

0 

0     , 

.,  Interest  on  Loan     ... 

150 

0 

0 

„  Bad  Debts        

250 

0 

0    • 

„  Interest  on  Capital— 

A 

£500 

B 

300 

C 

100 

900 

0 

0 

„  Balance,  being  net  profit 

5,920 

0 

0 

£11,845 

0 

0 

£11,845     0     0 

£ 

8. 

d.    i 

£        s.   d. 

To  Capital  Accounts—               £ 

8.  d. 

By  Balance 

5,920     0     0 

A.  one-half      . .    2,960 

0     0 

B.  one-third    ..    1.973 

6     8 

C.  one-sixth    . .       986 

13     4 

5,920 

0 

0 

" 

£5,920 

0 

0  ! 

£5,920     0     0 
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§  3. — Partners'  Fixed  Capital  Accounts,  Current  Accounts   and 
Loan  Accounts. 

(a)  Partners*  Fixed  Capital  and  Current  Accounts. 

In  many  cases  the  Partnership  Deed  fixes  the  amount  of  capital 
to  be  contributed  by  each  partner,  and  it  is  very  usual  in  practice  to 
find  the  capital  accounts  kept  at  this  figure,  all  profits,  interest  on  capital, 
partners'  salaries  and  drawings  being  dealt  with  through  current  accounts, 
the  balances  of  which  are  carried  forward  from  time  to  time,  and  may 
or  may  not  be  subject  to  interest.  Where  they  are  subject  to  interest, 
this  is  generally  at  a  lower  rate  than  on  the  capitals. 

This  method  of  keeping  the  accounts  should  always  be  adopted,  since 
it  enables  a  clear  distinction  to  be  shown  in  the  accounts  between  capital 
and  accumulations  of  undrawn  profit. 

(b)  Partners*  Loan  Accounts. 

Where  a  partner  advances  money  to  the  firm,  it  is  extremely  important 
that  a  separate  loan  account  should  be  kept  in  respect  thereof,  as  under 
the  Partnership  Act,  1890,  loans  from  partners  have  priority  over  capital 
on  dissolution.  The  interest  on  such  loans  should  therefore  not  be 
credited  to  the  capital  accounts,  but  to  the  current  or  loan  accounts, 
and  should  preferably  be  settled  in  cash. 

ILLUSTRATION- 

Prepare  Trading  and  Profit  and  Loss  Account  and  Balanoo  Shoot,  from  the  following 
Trial  Balance  of  Messrs.  X.,  Y.,   Z.  and  Co.,  Enjfineors,  as  at  Slst  Maroh»  1920. 


£ 

d. 

A 

IT  a. 

Trade  Kxpenses 

.. 

(SO 

0 

Wages         

l.«M 

0 

SaUries       

175 

0 

Rent  and  RaUs    . . 

146 

0 

Purchases   . . 

8.8A0 

0 

Sales 

It.ll0 

0    0 

Commission 

7S 

0 

Bad  Debts 

" 

0 

so 

Discount 

0    n 

Plant  and  Tools  81st  March.  19)9 

, ,    , , 

1.5ft0 

0 

Stock           . .                do.          >" 

i.eso 

0 

Cash  at  Dank 

1.606 

0 

Office  Furniture 

200 

0 

Sundry  Debtor* 

t,760 

0 

„      Creditors  .. 

1.070 

0    0 

Cash  In  Hand 

7 

n 

0 

Capital  AccoanU  — 

X.    .. 

t,000 

0     0 

Y.     .. 

1.600 

0    0 

Z. 

1,100 

0    0 

X.  Loan  Account  . . 

1,000 

0    0 

Current  Aooounta— 

X.    .. 

670 

0 

0 

Y.    .. 

400 

0 

0 

i:  :: 

904 

0 

0 

£10,600 

0 

0 

«It,600 

0    0 

"^ 
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£ 

Three  days'  Wages 

33 

Trade  Expenses            

18 

Audit  Fee          

35 

Bad  Debts         

40 

Discounts 

oo 

10  per  cent.  Depreciation  on  Furniture. 

5  per  cent.  Interest  on  Capital. 

5  per  cent.  Interest  on  Loan  from  X.  for  one  year. 

Stock  at  31st  March,  1920,  amounted  to  £1,903,  and  an -account  taken  of  the  Plant  and 
Tools  amounted  to  £1,700. 

Profits  and  Losses  to  be  divided  equally,  the  Capital  Accounts  being  fixed. 


Dr. 


BALANCE    SHEET,   31st   March,    1920. 


Or. 


To  Capital  Accounts : — 
X. 
Y. 
Z. 

„    Loan  Account :  X. 
„    Current  Account :  X.- 

Proflt     . , 

Interest  on  Capital 
„        ,,    I^an 


Les$  Drawings  . . 

Current  Account :  Y.- 
Proflt     . . 
Interest  on  Capital 


Less  Drawings  . . 

Current  Account :  Z.— 
Profit     . . 
Interest  on  Capital 


Las  Drawings  . , 

Sundry  Creditors : — 
On  Open  Account 
On  Charges  Account 


494  13     4 

100     0     0 

50     0     0 


644 
570 

13 
0 

0  I 

4  1 
0 

494 
75 

13 
0 

569 
400 

13 
0 

4 
0 

494 
60 

13 
0 

4 
0 

554 
304 

13 
0 

4 

0 

1,670 

86 

0 
0 

0 
0 

£7,951     0     0 


By  Plant  and  Tools. . 
„    Office  Furniture  . . 
Less  Depreciation  10% 


Stock 

Sundry  Debtors  . . 

Less  Reserves    for 

Debts  .. 

it  Discounts    , . 


Cash  :— 
At  Bank 
In  Hand 


Bad 

£40 

55 


200 
20 

s. 

0 
0 

.1. 

0 
0 

1,700 

180 
1,903 

b 

0 
0 

(l 

0 

0 
0 

2,750 

0 

0 

95 

0 

0 

2,655 
1,513 

0 
0 

0 
0 

1,506 

7 

0 
0 

0 
0 

£7,951     0     0 
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TRADING    AND     PROFIT    AND    LOSS     ACCOUNT 
for  the  Year  ending  3l8t  Mairh.  1920. 


Stotk  31st  March,  1919       ...    £1,630 
Plant  jiiKl  Tools  :Jl.««t  March. 

l'»I'.> 1.550 


I'lir.-li;.-^  

Wac.-  't:i.250+£33)... 
r.;»!;»ii<.,  bdng  Gross  Profit 


To  Tnule  Expenses  (£550+£l8) 

..    Salaries 

..    Rent  and  Uatcsi 

Coinniission 
..    Ba.l   ivhts  (£ir)^£40) 
..     DiMMMiit   (£55— £20)  ... 
..    l»t  )ir-Mi.ition  on  Furniture 

.,    .\mlit  IVo        

..    li)t«rest  on  Loan 

„      „   Capital  :- 

Z.  

.     Balance,  beiiu;  ^'et  Profit    .. 


<  iirn-nt  .\co(^»unts  : — ■ 
X.  one-tliird 
V.  <»ne-thinl 
/     ...M.ti.iri 


£100 
75 
GO 


3.180     O     0 


8.350 
1,283 
2,900 


0  0 
0  0 
0     0 


£15.718     0     0 


£ 
.-68 
175 
145 


35 


35 
50 


0     0 
0     0 


235 
1.484 


£2,900     0     0 


£ 

8. 

(I. 

404 

13 

4 

404 

13 

4 

404 

13 

4 

£1.484     0     0 


By  Sale* 

..    stock  Sljit  Mirch.  11«0  ... 
..    Plant  antt  Tools  Z\r\  March. 
1920     


By  BaUncc 


il.M>.i 
1.700 


12.110    0    0 


£lft.71S    0    0 


£ 
3.000 


0    0 


By  Bnlanrc 


1     £2.000 

0    0 

i    ...i. 

ft.  d. 
0    0 

1     £1.4»4 

0    0 

Sote  to  Illustration. 

Where  it  is  required  to  draw  Final  Accounts  from  a  preliminary  Trial  Ualanc^s  after 
making  various  adjustments,  as  in  the  above  case,  it  is  important  to  note  that  e^ich  adjustment 
should  be  made  into  its  proper  account  in  the  Trading  or  Profit  and  Loss  Account,  and  not 
shown  separately.  For  instance,  the  fact  that  a  certain  amount  is  out^ttanding  for  wages  only 
means  that  wages  to  that  extent  not  having  been  paid  at  tlie  datt*  of  the  BaUoee  Sheet  the 
balance  of  the  Wages  Account  as  representing  the  wages  for  the  period  is  incorrect  aooordingly. 
and  requires  adjustment  before  being  finally  transferred  to  Trading  Account.  Although  n 
bracketed  note  has  been  made  in  the  above  solution  of  the  adjustmenta.  thi«  haa  onlj  been 
done  for  the  reader's  convenience.     In  practice  no  such  note  would  appear. 

The  method  of  treating  Plant  and  Tools  on  revaluation  is  dealt  with  in  Chapter  XIV.,  |  6 


§  4.— The  Adjustment   of   Partnership   Accounts   under   Single 
Entry. 

Where  Partnership  Accounts  are  kept  under  Single  Entry,  and  it 
is  not  desired  to  raise  the  final  accounts  by  way  of  conversion  into  Double 
Entry,  it  is  quite  possible  to  arrive  at  the  profit  made  for  the  particular 
period,  provided  a  proper  Statement  of  Affairs  is  available  at  the  com- 
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mencement,  together  with  full  particulars  of  all  partners'  dealings  during 
the  period,  in  the  shape  of  dra^vings  on  account  of  profit,  and  additions 
to,  or  withdrawals  from,  capital,  loans,  &c. 

The  methods  necessary  to  arrive  at  profits  on  this  basis  are  fully 
dealt  with  in  Chapter  I.,  §  5,  and  it  is  not  necessary  to  recapitulate  them 
here. 

Great  care  must  be  exercised,  where  there  is  no  Cash  Book  kept, 
to  see  that  all  partners'  drawings,  &c.,  have  been  brought  into  account. 

Once  the  profit  has  been  ascertained,  the  adjustment  in  respect 
of  interest  on  capital,  salaries,  &c.,  if  any,  as  between  the  partners  can 
very  easily  be  made,  and  the  final  balances  on  their  capital  or  current 
accounts  ascertained. 

ILLUSTRATION— 

A.  and  B,  are  in  partnership,  sharing  profits  and  losses,  two-thirds  and  one-third  re- 
spectively. The  books  are  kept  on  a  Single  Entry  system,  and  their  Statement  of  Affairs, 
dated  Slst  December,  1918,  showed  their  position  to  be  as  follows : — 


Dr. 


A.    AND     B. 
STATEMENT    OF    AFFAIRS,    Slst   December,    1918. 


Cr. 


':         £       8.   d. 

£        8.    d. 

To  Capitals— 

'     By  Freehold  Buildings 

6,000     0     0 

A 

10,000     0     0 

„    Plant  anrl  Machinery 

2,000     0     0 

B 

4,000     0     0 

!       „    Office  Furniture 

500     0     0 

„    Creditors 

5,000     0     0 

„    Stoclc            

4,000     0     0 

„    Loan      

1,000     0     0 

1       „    Debtors 

6,000     0     0 

„    Bills  Payable  . . 

500     0     0 

„    Bills  lleceivable 

1,500     0     0 

1      „    Cash             

1 

500     0     0 

;    £20,500     0     0 

£20,500     0     0 

On  the  31st- December,  1919,  the  books  disclosed  the  following  facts  :— Debtors  £8,000, 
Creditors  on  Open  Account  £8,500,  Creditors  on  Loan  Account  £1,600,  and  Cash  £800.  The 
Stock  was  valued  at  £4,200,  and  the  Bills  Receivable  amounted  to  £1,400. 

An  examination  of  the  Cash  Book  showed  that  during  the  year  A.  had  drawn  on  account 
of  profits  £1,500  and  B.  £600.  A.  had  in  addition  withdrawn  £2,000  on  account  of  capital 
on  the  30th  June,  1919. 

The  Partners  agree  to  reduce  the  previous  valuation  of  the  Plant  and  Machinery  by 
5  per  cent,  and  the  Office  Furniture  by  10  per  cent.,  by  way  of  depreciation,  and  to  charge 
5  per  cent,  by  way  of  Interest  on  Capital. 
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Show— 

(1)  A  Statement  of  Profit,  dividing  the  balance  between  A.  and  B. 

(2)  A  Statement  of  Affairs  showing  the  position  as  at  31st  December,  1919. 


Br, 


STATEMENT    OP    PROFIT,   Slst  December,    1919. 


Or. 


To  Creditors 

„    Loan 

„   Capitals  Ist  Jan.,  1919— 

b!    !!        \\ 
Balance,  being  Profit. . 


To  Interest  on  Capital — 

A.  5%  on  £10,000  for  8  months 
and  5%  on  £8,000  for  6  months 

B.  5%  on  £4,000 

„    Profit— 

A.  two-thirds         

B.  one-third  


£ 
8,500 
1,600 

10,000 
4,000 
2,750 


By  Freehold  Buildings 
„    Plant  and  Machinery 
Lett  Depreciation  5% 

„    OflBce  Furniture      . . 
Lett  Depreciation  10% 


Stock 
Debtors 

Bills  Receivable 
Cash 

Partners'  Drawings — 
A.  on  A/c  of  CapiUl 
„      „        ProflU 


B.  „ 


By  Balance 


ProflU 


2,000 
100 


50 


2.000 
1,500 


£ 
«.000 


1.900     0     0 


450 
4,i00 
8,000 
1,400 

800 


S,500 


0    0 


£        a.   d. 
2.750    0    0 


It,T>0    0    0 


Dr. 


A.    AND    B. 
STATEMENT    OF    AFFAIRS,   3Ut  December,   1919. 


Cr, 


To  Capitals:— 

A.  Balance  Ist  Jan.,  1019  £10.000     | 

Add  Interest  on  Capital  450 

,.    Profit   ..  1.400 


Lt$$  Drawing*— 
On  Capital  A/c  . .  £2,000 
„   Profit  A/0    ..    1,500 


11,850 


3.500 


B.  Balance  1st  Jan..  1019 
Add  Interest  on  Ciipltal    . 
„     Profit  . . 


Ltu  Drawings 


4,000 

too 


4,900 


Cradltora:— 

On  Open  Acooant. 


£     r.    d. 


8,850    0    0 


4,100    0    0 

8,500    0    0    |l 
1,600    0    0     ' 


Bj  riMhold  BoUdmga 
M   PUuit  and  Machliicry 
I«M  Dvpnciatlao  5% 


100 


£«w  Dtpnetetloa  10% 


Ctt.750    0    0 


t     a.   d. 
«jOOO    0    0 


0     0 


«M  0  0 

4.100  0  0 

8.000  0  0 

1.400  0  0 

800  0  0 


CtS.7M    0    0 
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§  5.— Qoodwiil  in  Partnership  Accounts. 

(a    Definition  of  Goodwill. 

Goodwill  may  be  defined  as  the  value  attaching  to  the  reputation 
of  a  business,  and  to  the  likelihood  that  custom  will  continue  to  be 
attracted  in  the  future  as  in  the  past,  notwithstanding  change  in  the 
proprietorship.  Goodwill  may  originate,  broadly  speaking,  in  one  of 
three  ways,  or  a  combination  of  them  : — 

(1)  By  means  of  the  reputation  of  the  article  produced  as  apart 
from  the  personality  of  the  proprietors. 

(2)  By  means  of  the  business  possessing  special  advantages  in  the 
shape  of  local  or  partial  monopoly,  patents,  trade  marks,  situation 
of  premises,  &c. 

(3)  B}^  the  personal  reputation  and  influence  of  the  proprietors. 

The  value  of  Goodwill  is  usually  based  on  the  average  profits  for 
a  term  of  years  from  three  to  five,  but  in  many  cases,  as  for  example 
retail  shops,  it  is  based  on  the  turnover.  In  the  case  of  a  Partnership 
Goodwill  based  mainly  on  the  question  of  personal  reputation,  the  value 
from  a  purchasing  point  of  view  is  greatly  dependent  on  whether  the 
retiring  owner  is  going  out  of  the  business,  or  whether  he  or  some  of  his 
partners  are  continuing. 

(b)  Methods  ot  treating  Goodwill  in  the  case  of  an  Incoming  Partner. 

There  are  various  ways  in  which  Goodwill  may  be  treated  on  the 
occasion  of  an  incoming  partner,  but  the  following  or  a  combination 
of  them  are  the  most  usual : — 

(1)  An  amount  is  raised  in  the  old  firm's  books  to  represent  Goodwill, 
being  credited  to  the  old  partners'  capital  accounts  in  proportion 
as  they  share  profits  or  losses,  and  debited  to  a  Goodwill  Account. 
The  new  partner  then  may  or  may  not  bring  in  capital  according 
to  the  agreement.  In  any  event,  whatever  he  does  bring  in  will 
go  to  the  credit  of  his  capital  account.  The  effect  of  this  method 
is  to  increase  the  old  partners'  capital  accounts,  thus  giving 
them  an  advantage  over  the  incoming  partner  in  respect  of  capital 
and  interest  thereon. 
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ILLUSTRATION— 

The  following  is  the  Balance  Sheet  of  the  firm  of  A.  and  B.,  who  share  profits,  two-thirds 
and  one -third  respectively. 


Dr. 

A.    AND    B. 
BALANCE    SHEET. 

Or, 

To  Capital  Accounts  :  — 

b:      ::     ::     :: 

£8,500 
3,500 

£       8.   d. 

12,000     0     0 
3,975     0     0 

By  Land  and  Buildings 
„    Plant  and  Machinery 
„    Stock-in-Trade 

„    Book  Debt* 

L^$9  Reserve 

,.    Cash  at  Bank 

£S.000 
ISO 

£       a.  d. 
&.250    0    0 
S.075     0     0 
4,500     0     0 

,.  Sundry  Creditore 

2,850    0    0 
»00    0    0 

£16,076    0     0 

115,975    0    0 

They  agree  to  admit  C.  into  partnership,  giving  him  a  one-fifth  share  on  the  terms  that 
Goodwill  to  the  extent  of  £1,200  is  first  to  be  credited  to  the  old  partners  according  to  their 
share  of  profits  ;  C.  then  to  bring  in  Capital  to  the  extent  of  one-quarter  of  the  combined 
capitals  of  A.  and  B.  after  adjustment.  A.  and  B.'s  proportions  of  profit  in  the  new  firm  are 
to  be  in  the  same  ratio  between  themselves  as  before. 

Show  Journal  entries  recording  these  transactions,  and  prepare  the  Balance  Sheet  of 
the  new  firm,  assuming  C.  to  have  brought  in  the  requisite  cash,  stating  the  proportion  in 
which  profits  will  be  divided  in  future. 

JOURN.VL. 


Goodwill 

lir. 

£       a.  d. 
1,100    0    0 

£       ..d. 

To  A.  Capital  Account   . . 

•00    0     0 

Being  creaUon  of  Goodwill  as  agreed  on  admittance  of  C.  into  partnership. 

400    0    0 

OMb           

To  C.  Capital  Account 

Bcliig  Capital  brought  in.  one-foorth  of  £12.000  and  £1.200. 

Dr, 

f      s.  «. 

t,tOO    0    0 

t       t.  i. 

t.SOO    0    0 

Dr. 


A..    B.    AND   C. 
BALANCE    SHEET. 


Or 


To  Capital  Aooimnto- 
AM  Goodwin 

000 

C        s.   d. 

0.B00     0    0 

S.OOO     0     0 
0,000     0     0 
0,075     0     0 

By  OoodwUl 

c     s.  a. 

I.SOO    0     0 
5.250     0     0 
S.075     0    0 
4.500     0     0 

B 

Add  OoodwlU 

..    0,600 

400 

MtO    0     0 

MOt  0  0 

c 

H    OMh  SlBttk        

..  Sondry  Credtton 

£20,475     0     0 

CtO.475     0    0 

OftllipioMi.ttMl 


mm)-" 
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Sote  to  Illustration. 

It  should  be  noted  that  when  Goodwill  is  created  in  this  way  the  amount  is  credited 
to  the  old  partners  in  the  proportion  in  which  they  share  profits  and  losses,  and  not  in  proportion 
to  their  capitals,  the  argument  being  that  the  partner  who  takes  the  larger  share  of  the  profits 
is  supposed  to  have  the  greater  influence,  and  consequently  to  have  created  the  larger  share 
of  the  Goodwill.  No  proportion  of  this  Goodwill  must  be  credited  to  the  new  partner,  since 
at  the  date  of  his  joining  the  firm  he  has  had  no  share  in  creating  it.  If  the  new  partner  brings 
in  any  Goodwill  of  his  own  by  way  of  personal  connection,  this  is  taken  into  consideration 
in  determining  his  share  of  profits. 

(2)  An  amount  is  fixed  representing  the  proportion  of  goodwill 
which  the  incoming  partner  is  about  to  purchase,  and  which  he 
has  to  contribute  in  cash  in  addition  to  any  capital  which  he  may 
or  may  not  be  required  to  bring  in,  the  cash  so  brought  in  remain- 
ing in  the  business  to  form  additional  working  capital.  In  such 
a  case  the  cash  mil  be  debited,  and  the  old  partners'  capital 
accounts  credited,  in  the  proportion  in  which  they  share  profits 
or  losses,  the  cash  brought  in  as  capital  by  the  new  partner  being 
credited  to  his  capital  account.  It  will  be  noted  that  under  this 
method  no  asset  account  representing  goodwill  will  appear  in 
the  new  partnership  books,  the  amount  paid  by  the  incoming 
partner  merely  representing  premium  paid  by  him  to  the  old 
partners  for  the  privilege  of  being  admitted  into  the  firm. 


ILLUSTRATION- 

The  following  is  the  Balance  Sheet  of  the  firm  of  A.  and  B.,  who  share  profits,  two-thirds 
and  one-third  respectively  : — 

A.    AND    B. 


Dr. 


BALANCE    SHEET. 


Cr. 


To  Capital  Accottnta — 

A £7,400 

B 5,000 

,.  Creditors  

„  General  Reserve  


By  Freehold  Buildings 
Office  Furniture 
Stoclv-in-Trade 
Debtors 

Bills  Receivable 
CuhI)  at  Bauk 


£ 

4,620  0 

400  0 

3,800  0 

6,080  0 

2,400  0 

600  0 


S.  d. 
0 


£17,900  0  0 


They  agree  to  admit  C.  into  partnership  on  condition  that  he  pays  a  sum  of  £2,400  (to 
be  left  in  the  business)  for  a  quarter  share  of  the  Goodwill,  and  brings  in  £4,000  Capital. 

A.  and  B.  on  their  part  agree  to  allow  £900  of  the  General  Reserve  to  remain  as  a 
provision  for  Bad  Debts,  and  also  to  allow  5  per  cent,  off  the  Freehold  Buildings  and  15  per 
cent,  off  the  Office  Furniture. 
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Show  by  Journal  entry  the  necessary  adjustments,  and  prepare  a  Balance  Sheet  of  the 
new  partnership,  assuming  that  C.  has  fulfilled  his  obligations  to  the  firm. 

JOURNAL. 


Cash 

To  Capital  Accounts : — 

A.  two-thirds  . . 

B.  one-third 

B«ing  payment  by  C.  for  a  quarter  share  In  the  Goodwill. 


Cash 

To  C.  Capital  Account 
Being  Capital  introduced  by  C. 


Dr. 


£       B.  d. 

4,000    0    0 


£       s.  d. 
4,000    0    0 


General  Reserve  Account  . . 
To  Capital  Accounts  :- 

A 

B 


Dr.     I 


Being  Transfer  from  General  Reserve  Account  to  leave  balance  on  that  account  of 


eOOO  as  reserve  for  Bad  Debts. 


£     s.  d. 

000    0    0 


£      s.  d. 


400     0     0 
200     0     0 


Capital  Accounts  — 

A 

B 

To  Sundry  Assets — 
Freehold  Buildings 
Office  Furniture  . . 


Dr. 


£     s.  d. 


£         H.     ll. 


104 
97 

0 
0 

0 
0 

tsi 

60 

0 
0 

0 
0 

£::'.»  I 

0 

0 

ffOl 

0 

0 

Being  pro 
Fum 


provision  for  Depreciation  on  Freetiold  Buildings  f!,  5%  and  on  Office 
iture  @  15%. 


Note. — ^These  Journal  entries  could  be  combined,  bat  for  the  sake  of  oleanieM  they 
have  been  shown  separately. 


Ih. 

A..   B.   AND   C. 
BALANCE    SHEET. 

Or. 

T.)  Capital  Account  f» 
«  .      . . 

.  £0.206 
.     &,»03 
.    4,000 

£        %.   d. 

10,100     0    0 
4.000     0     0 

> 

By  rt^t^MMA^.^,^ 

M  OAeerWiUtw*     .. 
I«M  DtpiwIsUoa  11% 

„  BOto  BM«hr»bt« 

:    CiMllSiBMk 

. .  £«,6» 
SSI 

i      •  u. 

4,S8f    0     0 
BiO     O     0 

400 

io 

.  Cmlilon 

•« 

S^SOO    0    0 
S,ISO    0    0 

CSS,IOi    0    0    1 

CtS,100     0     0 

II  2 
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(3)  The  third  method  is  precisely  similar  to  the  second,  with  the 
exception  that  the  money  paid  by  the  incoming  partner  for 
goodwill  is  not  left  in  the  business  as  working  capital,  but  is  paid 
to  the  old  partners  personally  in  proportion  as  they  share  profits 
and  losses.  In  this  case  there  will  be  no  entries  in  the  books, 
unless,  as  frequently  happens,  the  amount  is  first  paid  into  the 
firm's  account  and  then  withdrawn,  in  order  to  keep  some  record 
of  the  transaction.  Naturally  this  method  is  the  least  advan- 
tageous of  all  to  the  incoming  partner,  as  the  money  which  he 
furnishes  for  goodwill  is  not  utilised  for  the  general  benefit  of  the 
business. 

(c)  Good  will  affecting  Outgoing  Partners. 

Where  a  partner  retires  or  dies,  it  is  usual  in  most  cases  for  his  share 
of  the  goodwill  to  be  determined,  either  according  to  the  terms  of  the 
original  agreement  or  by  valuation,  and  such  an  amount  to  be  credited 
to  his  capital  account  as  represents  his  proportion  thereof  according 
to  his  share  of  the  profits. 

An  alternative  arrangement  is  sometimes  made  whereby  the  repre- 
sentatives of  the  deceased  partner  receive,  in  lieu  of  an  amount  representing 
his  share  of  the  goodwill,  an  annuity,  or  a  proportion  of  the  profits,  for  a 
certain  term  of  years. 

(d)  Life  Assurance  Policies  to  provide  for  part-payment  of  Goodwill. 

It  is  becoming  very  customary  for  partners  to  effect  assurance  on 
their  own  lives,  either  jointly  or  severally,  for  the  purpose  of  providing 
ready  cash  to  pay  out  either  the  whole  or  a  portion  of  a  deceased  partner's 
share  of  goodwill,  and  in  many  cases  this  arrangement  is  applied  to 
capital  also.  One  of  the  principal  advantages  of  this  method  is  to  afford 
a  means  of  immediate  payment  of  at  least  a  portion  of  the  amount  due 
without  straining  the  financial  arrangements  of  the  business,  it  being 
frequently  arranged  to  pay  the  balance  (if  any)  by  instalments  with 
interest.  This  is  particularly  advantageous  where  the  surviving 
partner  or  partners  may  not  be  in  a  position  to  introduce  a  large  sum 
of  additional  capital  at  a  moment's  notice  for  the  purpose  of  paying 
out  the  deceased  partner's  share. 
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Tliere  are  various  ways  of  dealing  with  the  premiums  paid  in  respect 
of  these  policies,  but  the  following  system  is  the  one  recommended : — 

The  premiums  paid  should  be  charged  to  the  Profit  and  Loss  Account 
of  the  firm  as  a  business  expense,  and  in  the  event  of  the  death  of  one 
of  the  assured  the  policy  money  should  be  divided  in  the  proportion  in 
which  the  partners  share  profits  or  losses,  and  credited  to  their  capital 
accounts,  the  deceased  partner's  capital  account  being  credited  with 
his  share  of  the  policy  money.  It  should  be  noted  that  this  amount 
does  not  in  any  way  represent  the  deceased  partner's  share  of  goodwill, 
but  is  additional  to  it,  and  the  object  of  the  procedure  is  chiefly  to  provide 
ready  cash. 

ILLUSTRATION- 

A.  and  B.  are  in  partnership,  sharing  profits  in  the  proportion  of  two-thirds  and  one- 
third  respectively,  and  in  order  to  provide  a  ready  means  of  immediate  payment  of  a  portion 
of  the  amount  due  to  either  of  them,  in  the  event  of  decease,  in  respect  of  both  Capital  and 
Goodwill,  an  assurance  was  effected  on  their  lives  jointly  for  £9,000  without  profits,  at  an 
annual  premium  of  £350,  which  was  charged  each  year  to  the  Profit  and  Loss  Acooant. 

A.  died  on  the  31st  March,  1920,  three  months  after  the  annual  accounts  had  been  pre- 
pared,  and,  in  accordance  with  the  Partnership  Deed,  his  share  of  the  profits  to  the  dat«  of 
death  was  estimated  on  the  exact  basis  of  the  profits  for  the  preceding  year.  In  addition 
to  this  the  Deed  of  Partnership  provided  for  Interest  on  Capital  at  5  per  cent,  per  annum 
on  the  balance  standing  to  the  credit  of  the  Capital  Account  at  the  date  of  the  last  Balance 
Sheet,  and  also  for  Goodwill,  which  was  to  be  brought  into  account  at  two  yean*  purohase  of 
the  average  profits  for  the  last  three  years,  prior  to  charging  the  above-mentioned  insurance 
premiums,  but  after  charging  Interest  on  Capital. 

A.*8  Capital  on  the  31st  December,  1919,  stood  at  £12,000,  and  his  drawings  from  then 
to  the  date  of  death  amounted  to  £900. 

The  net  profits  of  the  business  for  the  three  years  ending  3l8t  December.  1917-1019, 
amounted  to  £3,000,  £3,800,  and  £3,700  respectively,  after  charging  Interest  on  Capital  and 
Insurance  Premiums. 

You  are  instructed  to  adjust  A.*s  Capital  Account  as  at  the  date  of  death  for  a  settle- 
nient  with  his  Executors. 

Dr.  A.'8    CAPITAL    ACCOUNT.  Or. 


900     0     0 
X9.000    0     0 

Ox  BAlknrv         

..    IniiTr.t  on  (aiilUl  ft%  for  1  ■mmUmi 

„    PMOt  to  date  u(  <ImUi 

..    UnrfclvrtU 

..    Iwumioc   \SMcy,  two^tblrtfa  of 
W.ooo 

Iiy  Bakuiec          

t      ».  a. 

ItOOO     0     0 

IM>     0     0 

•IS  IS     4 

i,IU     •    8 

•,000    0    0 

ftS,900     0     0 

• 

i».ooo  0   0 
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Note  to  lUustnUian. 

The  figure  for  Goodwill  is  arrived  at  as  follows : — 


Proflt  1917  £3,000+ Insurance  Premium  £350    = 
„       1918     3,800+               „                  „       350    = 
„        1919     3,700  f               „                  „       350    = 

£ 
3,350 
4,150 
4,050 

s. 
0 
0 
0 

d. 
0 
0 
0 

:j)  11,550 

0 

0 

Three  years'  averaRe  proflt 

3,850 

0 

0 
2 

Total  amount  of  Goodwill 

£7,700 

0 

0 

..'8  Share  =  two-thirds  of  £7,700  ^  £5,133  6s.  8d. 

(e)  Goodwill  on  the  5ale  of  a  Partnership  Business  to  a  Company. 

Where  a  Partnership  business  is  sold  to  a  Limited  Company,  the 
Company  usually  has  to  pay,  in  addition  to  the  purchase  price  of  the 
actual  assets,  a  sum  for  Goodwill.  Such  an  amount  represents  a  profit, 
and  ^vill  be  transferred  to  the  partners'  capital  accounts  in  proportion 
as  they  share  profits  and  losses.  Goodwill  of  this  nature,  as  far  as  it 
relates  to  the  Company  and  affects  the  Company's  books,  will  be  dealt 
^vith  in  Chapter  VIII.,  §  10. 


(f)  The  Treatment  of  the  Goodwill  Account  in  the  Books  of  a  Partnership. 

Where  an  asset  of  Goodwill  is  created  in  Partnership  Accounts,  it 
is  advisable  and  financially  prudent  to  write  the  same  down  over  a  period 
of  years,  though  whether  or  not  this  is  done  depends  upon  the  agreement 
between  the  partners. 

If  at  the  time  Goodwill  has  to  be  brought  into  account,  owing  to 
the  death  or  retirement  of  a  partner,  or  for  any  other  reason,  there  already 
exists  an  asset  representing  Goodwill  in  the  firm's  books,  only  that 
proportion  of  the  excess  of  the  new  valuation  over  the  old  book  figure 
should  be  credited  to  the  partners  in  the  proportions  in  which  they  share 
profits  and  losses. 

It  is  not,  however,  necessary  to  increase  the  Goodwill  Account 
by  more  than  the  outgoing  partner's  share,  unless  it  is  desired  by  the 
other  partners  to  do  so. 
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ILLUSTRATION— 

A.,  6.  and  C.  are  in  partnership  sharing  profit«,  five-twelfths,  four-tweUths,  and  three- 
twelfths  respectively.  At  the  time  C.  was  admitted  a  Goodwill  Account  waa  raised  in  the 
firm's  books  amounting  to  £1,200.  B.  dies,  the  Goodwill  Account  still  standing  at  the  same 
figure.  Under  the  Partnership  Deed  on  the  death  of  any  partner  his  share  of  the  Goodwill 
is  to  be  valued  at  one-half  of  the  share  of  profits  credited  to  his  account  during  the  last  threo 
completed  years.  The  firm's  accounts  for  that  period  show  profits  of  £3,900,  £4,500  and 
£4,200  respectively.  Ascertain  what  further  amount  should  be  credited  to  B.  in  respect  of 
his  share  of  Goodwill,  and  make  the  necessary  Journal  entry,  the  remaining  partners  not 
taking  into  account  their  shares. 

£ 

Profit  1st  year S.WO 

„       2nd    , 4,500 

„      Srd     , 4,200 

Firm's  profits  for  three  years £12.800 

12.600 

ToUl  value  of  GoodwUl =  £«,aOO 

2 

0,300x4 

B.'s  share  of  Goodwill =  £2,100 

12 

Amount  required  to  raise  GoodwUl  Account  to  £0,800  •-=  0,300  —  1,200  -  £6,100. 

5,100x4 

B,'s  share  thereof  =  £1,700. 

It 


JOURNAL. 


OoodwUl  Account             Da. 

To  B.  Capital  Account             

1,TM    0    0 

ft     a.  «. 

I.1tt    0    • 

Being  amoont  required  which  talcen  with  ,*)  x  i.200,  tlie  amount  alnady  standlnc 

to  OoodwiU  Account  will  raise  B.'s  share  to  £2.100. 

Note.— The  Goodwill  Account  will  then  sUnd  at  £2,900. 


§6.— Outj2:olng  Partners. 

(a)  Repayment  of  Outsroing:  Partner's  Capital,  ftc,  by  Instalments. 

Where  a  partner  retires  or  dies,  his  C'a]>ital  and  hU  share  of  the 
Goodwill,  &c.,  is  ascertained  either  in  accordance  with  tlie  provisions  of 
the  original  deed,  or  by  accounts  taken  at  the  date  of  the  diMolution, 
and  the  amount  so  ascertained  is  paid  out  to  him  or  his  loproMntatives 
forthwith,  or  credited  to  a  loan  account,  and  repaid  by  instalmenta,  with 
interest  running  on  the  outstanding  balance.  It  is  important  ifdiere 
the  amount  is  not  paid  out  at  once  that  the  same  should  be  credited 
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to  a  loan  account,  and  not  retained  as  capital,  especially  in  the  case  of 
a  retiring  partner,  in  order  that  there  may  be  no  possibility  of  his  being 
regarded  as  a  partner  from  that  point  of  view. 

ILLUSTRATION- 

M.,  a  partner  in  a  firm,  dies  on  31st  March,  1915,  and  his  share  of  Capital  and  Goodwill 
18  ascertained  to  be  £7,600.  It  is  arranged  that  this  shall  be  paid  out  by  annual  instalments 
of  £2,000,  to  include  principal  and  interest  on  the  outstanding  balance  at  5  per  cent,  per  annum. 
The  first  payment  is  made  on  30th  April,  1915,  and  succeeding  payments  are  made  on  the 
anniversary  of  the  date  of  death.  Show  the  account  in  the  firm's  books  relating  thereto  until 
completion. 


Dr. 


THE   EXECUTORS   OF  M.   (DECEASED)   LOAN  ACCOUNT. 


Cr. 


1016. 
April  SO 


101«. 
ar.  81 


1917. 
Mar.  81 


1018. 
Mar.  81 


1919. 
Mar.  31 


£     s.  d. 

To  Cash 2,000     0     0 

„   Balance 5,631  13     4 

i 

To  Cash 
„  Balance  . 

To  Cash 
„   Balance . . 

To  Cash 
„   Balance.. 

To  Cash 


£7,631  13 

4 

£   s. 
2,000  0 
3,889  15 

d. 
0 

8 

£5,889  15 

8 

£   s. 
2,000  0 
2,084  5 

d. 
0 
5 

£4,084  5 

5 

£   s. 

2,000  0 

188  9 

il. 
0 

8 

£2,188  9 

8 

£   s. 
197  18 

d. 
2 

£197  18 

2 

1915. 
Mar.  31 
April  30 


1915. 
May     1 

1916. 
Mar.  31 


1910. 
April    1 

1917. 
Mar.  31 


By  Capital  Account  . 
„    Int-erest,  1  month 


By  Balance     . . 
„   Int<^rest,  11  months 


By  Balance     . . 
„   Interest,  1  year 


1917. 
April    1 

1918. 
Mar.  31  I      ,,   Interest 


By  Balance 


1918. 

April    1  I     By  Balance     . . 

1919.  I 

Mar.  31  I      „   Interest     . . 


i    £ 

7,600 
1     31 

s. 

0 

13 

d. 
0 
4 

£7,631 

13 

4 

5,631 

s. 
13 

d. 
4 

258 

2 

4 

£5,889 

15 

8 

£ 
3,889 

s. 
15 

d. 

8 

194 

9 

9 

£4,084 

5 

5 

£ 
2,084 

s. 
5 

d. 
5 

104 

4 

3 

£2.188 

9 

8 

£ 
188 

s. 
9 

d. 

8 

9 

8 

6 

£197 

18 

2 

^b)   Repayment  of   Outgoing  Partner's  Capital,  &c.,  with    Interest   from   date   of 
Realisation  of  Assets. 


It  occasionally  happens  where  part  of  the  capital  represented  is 
by  assets,  which  will  take  some  time  to  realise,  that  interest  on  the 
proportion  of  capital  represented  by  those  particular  assets  is  only  credited 
as  and  from  the  date  of  realisation,  or  that  an  average  date  is  struck 
from  which  interest  is  to  run  at  a  fixed  rate. 
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ILLUSTRATION- 

A.  and  B.  are  partners,  sharing  profits  and  losses  three-fifths  and  two-fifths.     A.  retires 
on  30th  June,   1919,  when  the  position  of  the  firm  is  as  follows : — 

A.    AND     B. 
BALANCE    SHEET,   30th   June,    1919. 


Uabhjtiks. 

Capital  Accounta:— 

A 

B 

. .  £1,260 
640 

£     8.   d. 

1,900     0     0 
1,400     0     0 

Assns. 

Office  Furniture           

Sundry  Debtors            

Casli        

£     «.   d. 

260    0    0 

2,660    0    0 

400     0     0 

Sundry  Creditors  .. 

£3,300     0     0 

£S,900    0    0 

It  is  arranged  that  A.  shall  receive  £1,000  for  his  share  of  Goodwill.  The  Office  Furniture 
is  to  be  taken  at  £300,  as  it  was  undervalued  in  the  books.  The  Creditors  were  paid  at  an 
average  date  of  six  months  and  the  Debtors  realised  at  an  average  date  of  nine  months,  subject 
to  a  loss  of  £150  by  way  of  Bad  Debts.  A.  was  paid  £500  on  31st  July,  1919,  £500  on  3Ut 
December,  1919,  and  £500  on  31st  March,  1920.  The  final  settlement  takes  place  on  30th 
June,  1920,  interest  running  at  5  per  cent,  per  annum. 

Show  A.'s  Account  in  B.'s  books,  using  interest  columns. 


Dr. 


PROFIT    AND    LOSS    ACCOUNT. 


Cr. 


To  LoM  on  Book  Debtc 

£     •.  d. 
160    0    0    : 

By  OiBce  Fomiton        

„    Loss  to  Capital  AocoDnt»- 

A.three-Arthsor£100 

B.  two-fifths  of  £100 

!    «  .«. 

'         60    0    0 

•0    0    0 
40    0    0 

£160    0    0 

C160     0     0 

A.    AND    B 
BALANCE    SHEET    FOR    PURPOSES    OF    SETTLEMENT. 


1 

AMHt. 

£ 

:  d. 

£ 

s.  d. 

Capital  AeeoonU:— 

Oitoa  FwBitvra 

WO 

0    0 

A 

..£1,200 

SOBdnr  Debtor,  realised 

"••S 

0    0 

B 

•00 

-     1300 

0    0 

Cash 

400 

0    • 

Creditors     .. 

1.400 

0     0 
0     0     ' 

MJW 

0    0 

Note.— It  should  be  remembered  that  the  AflMt*  and  LiabQitios  are  shared  by  the 
Pdrtners  (as  between  themselves)  in  proportion  to  their  Capitals,  and  not  in  the  proportions 
in  which  they  share  profits  and  losses.  This  is  clearly  demonstrated  by  the  faot  that  the 
**  Net  Asseto  "  (t.«.  assets  less  liabilities)  equal  tho  total  Capital  of  the  Partnen,  whieh  belongs 
to  them  according  to  the  balance  standing  to  the  credit  of  their  respeetiTe  Capital  Aoooants. 

Thus  in  the  above  UlustraUon  the  Net  Assets  belong  to  the  Partners  in  the  proportions 
of  A.  two- thirds,  B.  one- third. 


122 


BOOK-KEEPING    AND    ACCOUNTS. 


[Chap.  Vll. 


Dr. 


A.    IN    ACCOUNT    WITH    B. 


Or. 


1 

1 
1 

3     Interest. 

Principal.    \ 

i 

1919. 

'1 

Interest.  , 
£    B.    d. 

Principal 

£       8. 

1019. 

£    s.  d. 

£   s: 

d. 

d 

July  81 

To  Cash 

11 

22  18     4 

500     0 

0 

July     1 

By     Office     Furniture 
two-thirds  x  300  . . 

12 

10     0     0 

200     0 

0 

Dec.  :il 

i>      >i 

6 

12  10     0 

500     0 

0 

„    Cash  two-thirds   x 

,*,   Creditors          two- 

400 

12 

13     6     8 

266  13 

4 

thirds  X  1,400  .. 

6 

23     6     8 

933     6 

8 

„    Goodwill  as  agreed 

12 

50     0     0 

1,000     0 

0 

1920. 

1920. 

Mar.  31 

„   Cash 

3 

6     5     0 

500     0 

0 

Mar.  31 

„    Debtors  two-thirds 

Jane  30 

„   Interest :  Contra  . . 

29     3     4 

X  2,500   .. 

3 

20  16     8 

1,666  13 

4 

„   Cash 

1        1 

729     3 

4 

June  30 

'                 1 

„   Interest:  Conti 

■a.. 

29     3 

4 

£94     3     4 

£3,162  10 

Ti 

£94     3     4  , 

£3,162  10 

J 

^ 

A.  therefore  recei 

ves  in  cash  i 

the  following  sums 

l_ 

£ 

S.     ' 

d. 

1919. 

July  31 
December 

31 

.. 

500 
500 

0 

0 

0 
0 

1920. 

March  31 
June  30 

•• 

.. 

...      500 
729 

0 
3 

0 
4 

£2,229 

3 

4 

Representing  return  of  his  adjusted  Capital  £1,200,  plus  £1,000  Goodwill,  plus 

£29  3s.  4d.  Interest. 


(c)   Repayment  of  Outgoing  Partner's  Capital,  &c  ,   by  way  of  Annuity. 

Where  a  partner  retires  or  dies,  his  Capital  and  his  share  of  the 
Goodwill,  &c.,  having  been  ascertained,  are  sometimes  paid  out  to  himself 
or  his  representatives  by  way  of  an  Annuity,  either  for  a  certain  term  of 
years  (determinable  in  any  case  by  death)  or  for  the  lifetime  of  himself 
or  his  widow. 

In  such  cases  as  far  as  the  Partnership  books  are  concerned  the 
most  convenient  method  of  dealing  with  the  matter  is  to  transfer  the 
amount  due  to  an  Annuity  Suspense  Account,  which  will  be  credited 
with  interest  at  a  fixed  rate  per  annum  on  the  diminishing  balance, 
and  debited  with  the  annual  payment.  If,  subsequently,  the  credit 
balance  is  exhausted  and  a  loss  is  sustained,  such  loss  will  be  written 
off  to  Profit  and  Loss  Account,  and  any  future  instalments  of  the  annuity 
debited  also  to  Profit  and  Loss  Account.  In  the  event  of  a  profit  beijig 
made,  the  balance  to  the  credit  of  the  Suspense  Account  should  be 
transferred  to  the  continuing  partners'  Capital  Accounts,  in  the  pro- 
portion in  which  they  share  profits,  although  it  would  be  perfectly 
justifiable  to  transfer  it  to  Profit  and  Loss. 
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The  balance  of  the  Annuity  Suspense  Account  at  the  commencement 
of  the  transaction  and  at  the  date  of  each  Balance  Sheet  should  represent 
the  present  worth  of  the  annuity,  subject  to  variation  in  the  expectation 
of  hfe.  An  actuarial  valuation  for  the  adjustment  of  the  Suspense 
Account  might  be  made  periodically,  say  every  five  years,  but  as  with 
a  single  annuity  there  is  no  scope  for  the  law  of  average,  it  is  not  usual 
to  do  this,  the  simpler  system  outlined  above  being  adopted. 

Another  method  is  to  transfer  the  amount  standing  to  the  credit 
of  the  outgoing  partner  to  the  continuing  partners'  Capital  Accounts 
in  the  proportions  in  which  they  share  profits,  and  to  debit  Profit  and 
Loss  Account  with  the  payment  of  the  annuity.  This  is  not  advisable, 
however,  if  there  are  several  partners,  owing  to  the  complications  that 
might  arise,  particularly  in  the  event  of  a  further  rearrange nlent  in  the 
partnership. 


§  7. — Sleeping,  Quasi   and    Limited    Partners. 

The  term  Sleeping  Partner  is  applied  to  a  partner  when  he  retires 
from  active  participation  in  the  business,  but  retains  his  capital  therein, 
and  probably  a  reduced  share  of  the  profits.  In  such  a  case  no  change 
need  be  made  in  the  books. 

It  is  very  common  for  a  partner  to  retire  and  to  determine  his 
liability,  and  at  the  same  time  to  take  advantage  of  sub-section  (3d)  of 
§  2  of  the  Partnership  Act,  1890,  leaving  his  capital  in  the  business 
in  the  shape  of  a  loan,  receiving  interest  thereon  varying  with  the  profits. 
In  such  a  case  the  balance  to  the  credit  of  his  Capital  Account  should 
be  transferred  to  a  loan  account,  and  the  interest,  based  on  a  proportion 
of  the  profits,  should  be  regarded  as  an  expense  of  the  business.  Such 
an  individual  is  sometimes  termed  a  Quasi  Partner^  but  is  in  effect  simply 
a  deferred  creditor,  his  loan  not  being  repayable  until  after  all  the  outside 
creditors  of  the  firm  are  paid  in  full. 

A  Limited  Partnership,  as  defined  by  the  Limited  Partnerships  Act,  1907, 
must  consist  of  one  or  more  persons  called  General  Partners,  who  shall 
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be  liable  for  all  debts  and  obligations  of  the  firm  ;  and  one  or  more  persons 
to  be  called  Limited  Partners,  who  shall  at  the  time  of  entering  into 
such  partnership  contribute  thereto  a  sum  or  sums  as  capital  or  property 
valued  at  a  stated  amount,  and  who  shall  not  be  liable  for  the  debts  or 
obligations  of  the  firm  beyond  the  amount  so  contributed.  A  Bod}' 
Corporate  may  be  a  Limited  Partner. 

The  Act  contains  further  particulars  as  to  the  registration  of  Limited 
Partnerships,  and  modifications  of  general  partnership  law  as  appUed 
to  them. 

As  regards  the  books  of  the  Limited  Partnership,  the  amount  of 
capital  contributed  by  the  Limited  Partner  should  be  placed  to  the 
credit  of  -his  Capital  Account,  a  note  being  made  in  the  ledger  to  the 
effect  that  he  is  a  Limited  Partner.  Any  share  of  profits  or  interest 
on  capital  to  which  he  may  be  entitled  should  be  placed  to  the  credit 
of  his  Current  Account,  and  not  to  his  Capital  Account. 

It  is  important  to  observe  that  the  Act  provides  that  a  Limited 
Partner  shall  not,  during  the  continuance  of  the  partnership,  either 
directly  or  indirectly,  draw  out  or  receive  back  any  part  of  his  contri- 
bution, and  if  he  does  so  draw  out  or  receive  back  any  such  part  he  shall 
be  liable  for  the  debts  and  obligations  of  the  firm  to  the  extent  of  the 
amoimt  withdrawn. 


§  8. — Dissolution   of   Partnerships. 

(a)  Application  of  §  44  of  the  Partnership  Act,  1890. 

In  the  absence  of  express  agreement  of  the  partners  to  the  contrary, 
§  44  of  the  Partnersliip  Act,  1890,  lays  down  the  rules  as  regards 
the  setthng  of  accounts  between  the  partners  after  a  dissolution.  These 
are  as  follows  : — 

(a)  Losses,  including  losses  and  deficiencies  of  capital,  shall  be  paid 
first  out  of  profits,  next  out  of  capital,  and  lastly,  if  necessary, 
by  the  partners  individually  in  the  proportion  in  which  they 
were  entitled  to  share  profits. 
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(b)  The  assets  of  the  firm,  including  the  sums  (if  any)  contributed 
by  the  partners  to  make  up  losses  or  deficiencies  of  capital,  shall 
be  applied  in  the  following  manner  and  order  : — 

(1)  In  paying  the  debts  and  liabilities  of  the  firm  to  persons  who 
are  not  partners  therein  ; 

(2)  In  paying  to  each  partner  rateably  what  is  due  from  the  firm 
to  him  for  advances  as  distinguished  from  capital ; 

(3)  In  papng  to  each  partner  rateably  what  is  due  from  the  firm 
to  him  in  respect  of  capital ; 

(4)  The  ultimate  residue   (if  any)   shall  be  divided  among  the 
partners  in  the  proportion  in  which  profits  are  divisible. 

Diversity  of  opinion  has  arisen  as  to  the  precise  meaning  to  be 
attached  to  this  section,  but  the  general  view  amongst  professional 
Accountants  as  to  its  application  is  as  follows  : — Immediately  upon 
dissolution  a  Balance  Sheet  is  drawn  out,  showing  the  state  of  affairs 
as  at  that  date.  When  the  assets  have  been  realised  and  the  final  settle- 
ment is  to  be  made,  a  statement  is  drawn  up,  showing  the  exact  profit 
or  loss  on  the  realisation  of  the  assets  in  relation  to  their  book  values, 
as  shown  in  the  Balance  Sheet  drawn  up  at  the  time  of  dissolution. 
Such  profit  or  loss  is  divided  between  the  partners  in  the  proportions 
in  which  they  share  profits  or  losses,  being  credited  or  debited  to  their 
Capital  Accounts,  as  the  case  may  be.  The  liabilities  and  the  expenaes 
of  dissolution  will  be  discharged  by  payment  of  cash.  Should  any 
partner's  Capital  Account  be  then  in  debit,  such  partner  is  required  to 
introduce  cash  to  that  extent.  It  will  then  be  found  that  the 
remaining  balance  of  cash  is  sufficient  to  pay  out  the  credit  balances 
on  the  other  partner's  Capital  Accounts,  thus  closing  the  books. 

If,  however,  one  or  more  of  the  partners  are  insolvent,  and  unable 
to  pay  in  the  amount  due,  the  loss  incurred  sliould  be  borne  by  the  other 
partners  in  proportion  to  their  capitals,  in  accordance  with  the  ruling 
in  Gamer  v.  Murray,  which  is  considered  in  sub-section  (6)  (4). 
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(b)  Formula  for  closing:  Partnership  Books  on  Dissolution. 

Apart  from  special  circumstances,  the  following  outline  of  the  various 
steps  necessary  to  close  the  books  of  a  Partnership  may  be  found  useful : — 

(1)  Open  a  Realisation  of  Assets  Account,  debiting  such  account 
with  the  book  value  of  the  assets,  and  crediting  the  various  Asset 
Accounts.  The  Realisation  Account  will  also  be  debited  with 
any  expenses  on  realisation,  and  cash  credited. 

(2)  Debit  cash  and  credit  Realisation  Account  with  the  amount 
realised  on  the  sale  of  the  assets. 

Note. — Should  any  of  the  assets  be  taken  over  at  a  valuation  by  one  of  the  partners, 
debit  such  partner's  Capital  Account,  and  credit  Realisation  Account  with  the  agreed 
price. 

(3)  The  balance  of  the  Realisation  Account  will  then  show  the 
profit  or  loss  on  realisation,  which  will  be  divided  between  the 
partners  as  they  share  profits  and  losses.  In  the  case  of  a  loss, 
credit  Realisation  Account  and  debit  the  various  partners' 
Capital  Accounts,  and  in  the  case  of  a  profit  vice  versa. 

(4)  Pay  off  the  liabilities  by  crediting  cash  and  debiting  liability 
accounts. 

(5)  Pay  off  partners'  advances  (if  any),  first  setting  off  any  debit 
balance  on  the  Capital  Account  of  a  partner  against  his  Advance 
Account. 

(6)  The  balance  of  the  Cash  Book  will  be  found  to  exactly  equal 
the  balances  on  the  various  Capital  Accounts,  provided  they  are 
in  credit,  therefore  credit  cash  and  debit  the  partners'  Capital 
Accounts  with  the  amounts  as  shown  by  the  balance  of  those 
accounts  to  be  due  to  them. 

Note.— Should  one  or  more  partners'  Capital  Accounts  be  in  debit,  the  cash  will  be 
insufficient  to  pay  back  to  the  other  partners  the  amount  due  to  them  by  such  an  amount. 
If  the  partner  or  partners  repay  to  the  firm  their  indebtedness,  the  other  partners'  Capital 
Accounts  can  then  be  closed.  If,  however,  they  are  unable  to  do  so,  according  to  the 
decision  in  Garner  v.  Murray  such  loss  will  be  divided  between  the  other  partners,  not  as 
they  share  profits  and  losses,  but  in  proportion  to  their  Capitals.  An  adjusting  entry  will  then 
be  put  through  to  close  the  Capital  Accounts. 
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The  following  are  eases  showing  the  Winding-up  of  Partnerships 
under  varying  circumstances  : — 

( 1 )   Where  on  Dissolution  of  Partnership  there  is  a  Profit  on  the  Realisation 
of  the  Assets, 

ILLUSTRATION- 

X.  and  T.  are  in  partnership  sharing  profits,  flve*eighths  and  three-eighths.  They  agree 
to  dissolve  partnership,  and  their  Balance  Sheet  at  the  date  of  dissolution.  Slat  December, 
1919,  is  as  follows  : — 

X.    AND    Y. 
BALANCE    SHEET,   SlST   December,    1919. 


LlABnJTIES. 
Capital  Accounts: — 

..  £1,500 
..     1,300 

£        8.    d.     i 

j 

2,800     0     0 
1,500     0     0     1 

Premises.. 

A88RS. 

£      s.  d. 

1.200     0     0 

X 

Y 

Creditor* 

Stock 

Debtors 

Cash        

1.400     0     0 

1,100     0     0 

000     0     0 

£4,300     0     0     , 

£4,300    0    0 

The  winding-up  is  completed  by  30th  June,  1920,  the  assets  other  than  cash  realising 
£4,500.     Close  the  books  of  the  firm. 


Dr. 


REALISATION    ACCOUNT. 


Cr. 


1019. 
Dee.  31 

1920. 
JaoeSO 

To  Sandry  Assets 

„    Profit  transferred  to 
Capital  Accounts  :— 
X.  flve-eijihths      £500 
Y.  three-eighths      300 

£      s.  d. 
3,700    0    0 

800    0    0 

lOSO. 
June  30 

! 

! 
1 

BfCash 

£      s.  4. 

4.&00     0     0 

£4,600    0    0 

£4.&00     0     0 

Dr. 

8UNDBY    CREDITORS. 

Or. 

1030. 
June  80 

ToCasli          

C      s.  d.     1       1010. 
l.&oo    0    0    1    Dee.  31 

'"— 

£      s.  d. 

1,300    0    0 

Dr. 

X.    CAPITAL    ACCOUNT. 

Of. 

10». 
Jane  Si 

To  Cash          

2,000    0    0 

in. 

ByBiOMMt 

.joo^li 

300    0    0 

£2.000     0     0 

££,000    0    0 
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CASH. 


Or. 


1920. 
Jane  30 

To  Cash          

£        8.  d. 
1,600     0     0 

1919. 
Dec.  31 
1920. 
.     June  30 

i 

By  Balance 
„    Realisation  Account  . . 

£      8.     d. 
1,300    0    0 

300     0     0 

£1,600     0     0 

£1,600     0     0 

Cr. 


1919. 
Dec.  81 

1920. 
June  30 


To  Balance    .. 

.,    Realisation  Account 


£     8.  d. 
600    0    0 

4,500     0     0 


£5.100     0     0 


1920. 
June  30 


By  Creditors 
„     Capital  Accounts  : — 

X £2,000 

Y 1,600 


£     8.  d. 
1,500     0     0 


3,600     0     0 


£5,100     0     0 


(2)   Where  on  Dissolution  of  Partnership  the  Liabilities  are  paid  in  full,  hut 
there  is  a  loss  on  the  realisation  of  the  Assets. 


ILLUSTRATION— 

D.,  E.  and  F.  sharing  profits  and  losses,  half,  one-third  and  one-sixth  respectively,  dissolve 
partnership.  At  the  date  of  dissolution  their  creditors  amount  to  £2,300,  and  in  the  course 
of  winding-up  a  contingent  liability  of  £200  not  brought  into  the  accounts  matured  and  had 
to  be  met.  Their  Capitals  stood  at  £6,000,  £4,000  and  £1,500  respectively.  D.  had  lent  to 
the  firm  in  addition  £2,000.     The  assets  realised  £10,000.     Close  the  books  of  the  firm. 


Dr. 
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To  Book 
„  Contii 

value  of  Assets 
igent  liability  matured 

£       8.    d. 

15,800     0     0 

200     0     0 

By  Cash 

„    Loss     transferred     to 
Accounts  :— 

D.  one-half     . . 

E.  one-third    . . 

F.  one-sixth   . . 

Capital** 

. .  £3,000 
..    2,000 
..    1,000 

£ 
10,000 

6,000 

8.  d. 
0     0 

0     0 

£16,000     0     0 

£16,000 

0     0 

Dr. 

- 

SUNDRY    ( 

:!REDITORS. 

Or. 

To  Cash 

£     8.  d. 
2,500     0     0 

By  Balance        

„    Realisation  Account  :— 
Contingent  liability  matured 

£ 
2,300 

200 

8.  d. 
0     0 

0     0 

£2,500     0     0 

£2,500 

0     0 

Dr. 

D.    LOAN 

ACCOUNT. 

* 

Cr. 

To  Cash 

£      s.   d. 
2,000     0     0 

By  Balance        

£ 
2,000 

s.   d. 
0    0 

§8.] 
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Or. 

To  Bealisstioii  Acoount : 
„  Cash 

Loss  . . 

1           £ 
3,000 
3,000 

a.  d. 

0     0 
0     0 

1 

By  Balance        

t 
6.000 

8.  d. 

0    0 

£6,000 

0    0 

£6.000 

0     0 

Dr. 

E.    CAPITAL    ACCOUNT. 

Or. 

To  Realisation  Account : 
„   Cash 

Loss  .. 

£ 
2,000 
2,000 

..d.  1 

0     0 
0     0 

By  Bi  lance        

t 
4.000 

%.  d. 
0    0 

£4,000 

^^» 

£4.000 

0     0 

Dr. 

P.    CAPITAL    ACCOUNT. 

Of. 

To  Realisation  Account : 
..   Cash 

Loss  .. 

£ 

1,000 

500 

8.  d. 
0    0 
0    0 

By  Balance        

£ 

1.500 

s.  d. 

0    0 

£1,500 

0    0 

£1.500 

0    0 

'"  !■■■ 

Dr. 

CA 

3H. 

Cf. 

To  Realisation  Account 



£ 
10,000 

8.  d. 
0     0 

1 

By  Creditors 

„    D.  Loan  Acoount   . . 
„    D.  CapiUl  Account 

::  ?;     ;:       ::    :: 

£ 
2.500 
2.000 
S.OOO 
2.000 

500 

s.  d. 
0    0 
0     0 
0     0 
0     0 
0    0 

£10,000 

0     0 

£10,000 

0    0 

"^ 

Note  to  lUustration. 

When  the  book  value  of  the  assets  is  not  given,  but  only  the  amount  they  realise,  the 
figure  to  be  placed  to  the  debit  of  the  Realisation  Account  representing  the  book  value  of  the 
assets  must  be  equivalent  to  the  total  of  the  Creditors  and  Capitals  added  together,  since 
the  total  of  one  side  of  a  Balance  Sheet  must  be  equal  to  the  total  of  the  other. 

(3)  Where  on  Dissolution  of  Partnership  there  is  a  loss  on  the  realisation  of 
the  Assets,  placing  one  partner's  Capital  Account  in  debit  temporarily^ 
obliging  him  to  bring  in  cash  to  that  extent, 

ILLUSTRATION - 

.J.  and  P.  arc  in  partnership,  v^ith  capitals  of  £700  and  £100.  The  Creditors  are  £2,300. 
The  aHHcU  realise  £1,900.  Partners  share  profits  and  losses  equally.  Close  the  books  of  the 
Arm,  P.  having  brought  in  the  amount  payable  by  him. 


Dr. 

REALISATION    ACCOUNT. 

Cr. 

To  Amu 

£      8.  d. 
S,100    0    0 

M   Loas  to  rapltal  Acooanu  :— 

J.OM-llklf           

P.OM-lMlf 

£       8.    d. 

1.900    0    0 

•00    0    0 
•00    0    0 

U,100     0     0 

U.I00    0    0 
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Dr. 


J.    CAPITAL    ACCOUNT. 


Or. 


To  Realisation  Account : 
„   Cash      .. 

Loss 

£ 
600 
100 

8.   d. 
0     0 
0     0 

By  Balance        

£ 
700 

8.    d. 
0     0 

£700 

0     0 

£700 

0     0 

Dr. 

P.    CAPITAL    ACCOUNT. 

Or. 

To  Realisation  Account : 

Loss 

£ 
600 

s.  d. 
0     0 

By  Balance 

„    Cash             

£ 

100 
500 

8.  d. 
0     0 

0     0 

£600 

0     0 

£600 

0     0 

Dr. 

CREDITORS. 

Or. 

To  Cash       . 



2,300 

8.  d. 

0     0 

By  Balance 

2,300 

s.    d. 
0     0 

Dr. 

CASH. 

Or. 

1 
To  Realisation  Account  . 
„  P.  Capital  Account    . 

£ 

1,900 

500 

s.   d. 
0     0 
0     0 

By  Creditors 

1      „    J.  Capital  Account 

£ 

2,300 

100 

s.   d. 
0    0 
0     0 

£2,400 

0     0 

£2,400 

0     0 



(4)  Where  on  Dissolution  of  Partnership  there  is  a  loss  on  the  realisation  of 
the  Assets,  placing  one  partner's  Capital  Account  permanently  in 
debit,  he  being  insolvent,  and  the  rule  in  Garner  v,  Mun*ay  being 
applied. 

Prior  to  the  decision  in  Garner  v.  Murray  it  was  generally  supposed 
that  any  loss,  occasioned  by  one  of  the  partners  of  a  firm  being  unable 
to  make  good  the  debit  balance  to  his  account,  arising  from  a  loss  on  the 
realisation  of  assets  consequent  on  a  dissolution,  should  be  borne  by  the 
remaining  partners  in  the  same  relative  proportions  as  they  previously 
shared  profits  and  losses. 

In  giving  his  decision,  Joyce,  J.,  held  that  any  loss  occasioned  through 
the  default  of  one  of  the  partners  must  be  distinguished  from  an  ordinary 
trade  loss,  being  regarded  as  a  debt  due  to  the  remaining  partners 
individually,  and  not  as  a  debt  due  to  the  firm  ;  and  that  whereas  a 
firm  loss  should  be  divided  between  the  partners  as  they  share  profits 
and  losses,  a  loss  of  this  nature  should  be  borne  by  the  solvent  partners 
in  proportion  to  their  respective  capitals  in  the  business. 
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Considerable  discussion  has  taken  place  as  to  the  correct  interpre- 
tation of  this  judgment,  but  from  the  general  concensus  of  opinion 
it  would  appear  that  the  following  method  is  least  open  to 
criticism  : — 

The  solvent  partners  should  make  good  their  proportion  of  the  loss 
by  actually  introducing  cash.  Assuming  all  the  other  assets  to  have 
been  converted  into  cash,  the  total  cash  balance  should  be  divided 
between  the  solvent  partners  respectively  in  proportion  to  their 
capitals. 

ILLUSTRATION— 

A.,  B.  &  C.  share  profits  and  losses  equally.  They  decide  to  dissolve  partnership,  and 
the  following  Balance  Sheet  shows  the  position  of  affairs  after  the  assets  have  been  realised  : — 

Dr. 


BALANCE  SHEET. 


Or. 


To  Capltala— 

A 

B 

€     s.  d. 

«00     0     0 
400     0     0 

By  Cash 

„  Capital  C.  overdrawn 

„  Deficiency  of  Firm 

f     t.  d. 

600    0    0 
200    0    0 
SOO    0    0 

£1,000    0    0 

ftl,000    0    0 

" 

C.  is  insolvent,  and  is  unable  to  contribute  anything  towards  either  his  overdraft  oo 
Capital  or  his  share  in  the  deficiency  of  the  Firm. 

There  existed  no  agreement  between  the  Partners  as  to  their  respective  rights  under  such 
circumstances,  and  consequently  the  loss  sustained  through  C.*8  fault  has  to  be  apportioned 
between  the  Solvent  Partners  A.  &  B.  in  accordance  with  the  ruling  in  Oa^-ner  v.  ifttmiy. 

A.  &  B.,  therefore,  introduce  £100  each,  which  is  debited  to  Cash  and  credited  to  the 
Deficiency  Account,  and  a  reconstructed  Balance  Sheet  is  prepared  as  follows  : — 

Dr.  BALANCE  SHEET.  Or. 


To  CaplUls— 
B. 

1        t    v"- 

000     0     0 
400     0     0 

ByCMh 

„  C.'t  Capital  overdrawn 
1    „  C'lproportioooftlMllmi'tdeitciitncy 

C     t.  d. 
700    0    0 

too    0    0 

100    0    0 

£1.000     0     0 

£1.000    0    0 

The  remaining  ssset,  vis..  Cash  of  £700,  is  divided  between  the  Solvent  Paitnen  A.  U  B. 
respectively,  in  proportion  to  their  Capitals,  vis. :  •— 

£     s.    d. 

Siz-tenths  to  A.  =     420    0    0 

Fourtenths  to  B =     280    0    0 


£700     0     0 


This  settlement  is  effected  by  crediting  Cash  and  debiting  the  Capital  Accounts  of  A.  &  B. 
respectively.  The  only  bslanoee  then  remaining  in  the  books  are  the  debit  bslanoes  on  C.'s- 
Capital  and  Defloiency  Aooonnts,  amounting  together  to  £300»  and  the  credit  baUnoes  on  the 
Capital  Accounts  of  A.  &  B.,  amounting  to  £180  and  £190  respeotiTely.  As  C.  is  insolvent^ 
his  debit  balance  will  be  written  off  against  A.  U  B.,  the  former  bearing  £180  and  the  latter  £120. 

I2 
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It  will  thus  be  seen  that  the  loss  occasioned  through  the  Insolvent  Partner's  default  is 
borne  by  the  solvent  Partners  in  proportion  to  their  Capitals,  and  not  as  they  share  profits 
and  losses. 

An  alternative  solution  where  the  solvent  partners  do  not  wish  to  bring  in  cash  to  the 
extent  of  their  respe<:tive  shares  of  the  loss  on  realisation  is  to  treat  them  as  Debtors  for  those 
amounts,  and  to  set  the  same  off  against  the  balance  found  to  be  payable  to  them  on  account 
of  their  Capital. 

(c)  Dissolution  of  Partnership  on  agreed  terms. 

Upon  the  dissolution  of  a  Partnership  at  the  expiration  of  the  term 
thereof,  the  partners  may  agree  amongst  themselves  as  to  sharing  the 
various  assets  ;  those  in  possession  being  divided  on  certain  terms,  and 
the  debts  due  to  the  business  being  taken  over  by  the  parties  by 
arrangement. 

Where  the  partners  in  such  cases  are  professional  men,  it  is  a  common 
practice  for  each  to  take  over  the  debts  due  from  those  persons  whom 
he  regards  as  his  own  clients. 

ILLUSTRATION- 

Three  Doctors,  A.,  B.  and  C,  are  in  partnership  in  Kensington.  The  partnership  comes 
to  an  end  at  31st  December,  1919,  at  which  date  the  agreed  figures  of  the  Trial  Balance  are 
as  follows  : — 


Dr. 

Cr. 

£ 

£ 

A.     Capital  Account  at  Ist  January,  1919 

2,500 

B.                „                                  „                       . .          . 

1,500 

L*.                     ,,                                           ,,                             .  .            . 

1,200 

Drawing  Account — A.  at  31st  December,  1919 

1,225 

»                 B.                     „ 

634 

c. 

723 

Book  Debts  (in  North  Kensington) 

2,682 

„           (in  South            „         )       . . 

2,087 

Liabilities  . . 

316 

Furniture  and  Fixtures   . . 

125 

Cash  at  Bankers   . . 

1,500 

Profit  and  Loss  Balance  (before  charging  Interest  o 

Q 

Capital)          

• 

3,460 

£8,976 

£8,976 

Each  partner  is  to  be  credited  with  a  year's  interest  at  5  per  cent,  on  his  full  Capital 
Account,  and  the  remaining  profit  is  to  be  divided,  one-half  to  A.,  one-quarter  to  B.,  and  one- 
quarter  to  C. 

A.  retires  from  practice  ;  B.  takes  over  the  Furniture  and  the  Debtors  in  North  Kensington, 
and  assumes  the  liabilities  ;  and  C.  takes  over  the  South  Kensington  Debtors.  Each  partner 
takes  a  third  of  the  cash  balance,  and  pays  his  own  cost  of  coming  to  a  settlement. 

Make  out  statements  showing  what  are  the  respective  sums  to  be  received  or  paid  by  each 
partner  on  the  final  settlement. 
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Dr.                                  APPKOPRIATION    OP    PROFIT    ACCOUNT. 

O. 

To  Interest  on  Capital— 

A.  5  %  on  £2,500                            125     0     0 

B.  5  %  on  £1,500           . .                 75     0     0 

C.  5  %  on  £1,200                            60     0     0 

ft     I.  d. 

260     0     0 
3,200     0     0 

ft     t.  d. 

ByBaluee MM    0    o 

„  Balance,  being  Profit— 

A.  one-half  of  £3,200    . .           1,600     0     0 

B.  one-quarter  of  £3,200              800    0    0 

C.  one-quarter  of  £3,200              800    0    0 

£3,460     0     0 

1 

ftS.460    0    0 

Dr. 

A.    CAPITAL 

ACCOUNT. 

Or. 

To  Drawuigs          

„   Cash,  one-third  of  £1,500      . . 
,   Balance  due  to  A 

£        B.    d.      * 
1,225     0     0 
500     0     0 
2,500     0     0     1 

By  Balance        

„    Interest  on  Capital 

„   Profit           

By  Balance        

£  8.  d. 
2.500     0     0 

125  0  0 
1,600     0     0 

£4,225     0     0 

£4,225     0     0 

i! 

£2.500     0     0 

Dr. 

B.    CAPITAL    ACCOUNT. 

Cr, 

To  Drawinffs          

,.  Cash,  one-third  of  £1.500 

,.   Debtors  (North  KenHintrton).. 

.,   Furniture  and  Fixtures 

£     s.  d. 

634    0    0 

500     0     0 

2.682     0     0 

125     0     0 

By  Balance        

„   Interest  on  Capitil 

„   Profit           

,.    LiabUities 

..   Balance  due  by  B.  to  A 

ft    t.  d. 

1,500    0    ^ 

75     0     0 

800     0     0 

SI6     0     0 

1,250     0     0 

£3,941     0     0 

ftft.Ml     0    0 

To  Balance  due  by  B.  to  A 

£1,250     0     0 

Dr.                                              C.    CAPITAL    ACCOUNT.                                                Or. 

£     s.  d. 

To  Drawings          728    0    0 

.,  Cash,  one-third  of  £1.500                                   500    0    0 
.    Debtors  (South  Kensinicton)..                       2,087    0    0 

£     a.  d. 
By  Balance        1.200    0    0 

n   Profit           800    0    0 

„    Balance  due  by  0.  to  A I,ti0    0    0 

£3.810    0    0 

1                                                                                   £3.810    0    0 

To  Balance  due  by  C.  to  A.       . .                    £1.250    0    0 

1 

(d)  Dissolution  of  Partnership  by  Death  or  Bankruptcy. 

Under  §  33  of  the  Partnership  Act,  1890,  any  partnership,  except 
where  otherwise  agreed,  is  dissolved  as  regards  all  the  partners  by  the 
death  or  bankruptcy  of  any  partner. 

The  Act  provides,  by  §  42,  that  where  any  member  has  died,  or 
otherwise  ceased  to  be  a  partner,  and  the  surviving  or  continuing  partners 
carry  on  the  business  of  the  firm  with  its  Capital  or  Asseta*  without  any 
final  settlement  of  accounta  as  between  the  firm  and  the  outgoing 
partner  or  his  estate,  the  outgoing  partner  or  his  estate  is,  in  the  absence 
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of  agreement,  entitled  to  such  share  of  the  profits  made  since  the 
dissolution  as  the  Court  may  find  to  be  attributable  to  the  use  of  his 
share  of  the  Partnership  Assets,  or  to  interest  at  5  per  cent,  per  annum 
on  the  amount  of  his  share  of  the  Partnership  Assets. 

ILLUSTRATION— 

F.,  G.  and  H.  are  partners  in  a  maniifacturing  business.  F.  is  entitled  to  one-fourth 
of  the  partnership  property  and  profits,  G.  to  one-eighth,  and  H.  to  five-eighths.  The  yearly 
accounts  are  made  up  to  30th  September. 

F.  becomes  bankrupt  on  the  preceding  31st  March.  G.  and  H.  continue  the  business, 
without  paying  out  F.'s  share  of  the  partnership  assets,  or  settling  accounts  with  his  Estate 
until  the  close  of  the  year — 30th  September. 

The  previous  year's  Balance  Sheet  showed  F.'s  capital  to  be  £4,000. 

The  partners'  drawings  during  the  year  have  been  as  follows : — F.  £250,  G.  £100,  and 
H.  £700. 

There  is  no  agreement  for  interest  on  capital,  but  the  partners  F.  and  G.  are  each  to 
be  credited  with  a  salary  at  the  rate  of  £100  per  annum.  Subject  to  this  charge,  the  profits 
for  the  year  ending  30th  September  are  £1,750. 

Show  the  balance  of  profits  and  salary  due  to  each  partner,  and  the  total  amount  due 
by  G.  and  H.  to  F.'s  Estate  at  30th  September. 


Dr. 


F.,    G.   &   H.,   PROFIT    AND    LOSS    ACCOUNT 
FOR  THE  Six  Months  ending  31st  March. 


CV. 


To  Partners'  Salaries— 

F 

G 

£    B.  d. 

50     0     0 
50     0     0 

£     8.  d. 

100     0     0 
775     0     0 

By    Apportionment  of   Profit   for   six 
months  ending  31st  March 

£     s.  d. 

875     0     0 

Balance 

£875     0     0 

£875     0     0 

To  F.  one-fourth 
„   G.  one-eighth 
„   H.  flve-eighths     . . 

£      s.   d. 
193  15     0 

90  17     6 
484     7     6 

By  Balance        

£      8.   d. 
775     0     0 

£775     0     0 

£775     0     0 

Dr. 


G.  &  H.,  PROFIT  AND  LOSS  ACCOUNT 
Foa  THE  Six  Months  ending  30th  September. 


To  Partner's  Salary— 

G 

„  Interest :   F. — 

5  %  per  annum  on  £3,993  158., 
Balance  of  Capital  and  Current 
Accounts  . . 
„  Balance 

To  G.  one-sixth 120  17     2 

„  H.  five-sixths 604    6     0 


£ 

s. 

d.       1 

50 

0 

0    i| 

99 
725 

16 
3 

10 
2 

£875 

0 

0   : 

£ 

8. 

d. 

By   Apportionment   of   Profit   for   six 
months  ending  30th  September    . . 


By  Balance- 


£725     3     2     \l 


Or. 


£    s.  d. 
875     0     0 


£875 

0 

0 

£ 
7"5 

8. 
3 

d. 
2 

£725 

3 

2 

■ 

~~ 
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Dr. 


To  Drawl 


F.    CURRENT    ACCOUNT. 


Or, 


I  ..  d.  ♦ 

250     0     0 

BySaUry 

„   Profit 

,.  Baianee  to  Capital  Aoooant 

£     s.  d. 

50    0    0 

19S  15     0 

6     5     0 

£2S0    0    0     1 

£250     0     0 

Dr. 


F.    CAPITAL    ACCOUNT. 


Cr. 


To  Cnrrent  Acoowit          

„  Balance 

£      •.  d. 

6     5     0 

4,093  11   10 

£4,099  16  10 

£      t.  d. 

By  Balance  4,000    0    0 

,.   Interest  |  09  16  10 

£4.090  16  10 

By  Balance,  being  total  amount  due  to 

F.'s  EsUte  £4.093  1110 


Dr, 


G.    CURRENT    ACCOUNT. 


Or. 


To  Drawings 
„    Balance 

£     8.  d. 

100    0    0 
117  14     8 

1 

By  Salary-F.,  0.  and  H. 

i       „    Profit—        

„   Salary— 0.  and  H 

„   Profitr-        

1 

j     By  Balance         

£     a.  d. 

50    0    0 

96  17     6 

50     0     0 

120  17     1 

£317  14     8 

£317  14     8 

1 

£217  14     8 

Dr. 


H.    CURRENT    ACCOUNT. 


Cr. 


To  Drawings            

-  Balance 

£     t.  d. 
700    0    0 
388  IS     6 

By  Profit— F.,  0.  and  H 
..       „        O.andH.    . 

By  Balance         

£     a.  d. 
484     7     • 

004     •    0 

£1.CB8  13     6 

iUDM  IS    • 

ISM  It    • 

yoU  to  lUuttralian. 

As  far  as  G.  and  H.  are  concerned  it  i%ill  be  preferable  for  them  to  pay  F.  interest,  and 
the  lUoBtratioD  has  been  worked  ont  accordingly  ;  but  the  Trustee  would  have  the  right  to  go 
to  the  Court  and  daiin  a  share  of  the  profits,  in  liru  of  interest. 


(e)  The  Conversion  of  a  Private  Firm  into  a  Limited  Company. 

It  is  frequently  the  modern  practice  to  convert  a  private  business 
into  a  limited  Company,  either  of  a  private  nature,  in  which  case  the 
shares  will  be  held  by  the  families  concerned,  or  of  a  public  nature,  when 
shares  or  debentures  may  be  offered  to  the  public. 
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This  is  done  for  many  reasons,  the  principal  among  which  are  the 
limitation  of  personal  liability  of  the  partners,  and  the  facilitation  of 
treatment  of  large  sums  of  capital  in  the  event  of  the  death  of  one  or 
more  of  the  partners. 

In  such  a  case  the  books  of  the  firm  should  be  closed,  and  new  books 
opened  for  the  Company.  The  following  will  be  the  procedure  for 
closing  the  firm's  books  : — 

(1)  Debit  a  E/calisation  Account,  and  credit  the  Accounts  of  the 
various  assets  taken  over  by  the  new  concern. 

(2)  Debit  the  Accounts  of  the  liabilities  taken  over  by  the  new 
concern,  and  credit  Realisation  Account. 

(3)  Debit  a  Purchasing  Company's  Account,  and  credit  Realisation 
Account  with  the  purchase  price  of  the  net  assets  taken  over. 

Note. — The  term  **  net  assets  "  means  the  assets  less  the  liabilities. 

(4)  The  balance  on  the  Realisation  Account,  after  debiting  expenses 
(if  any),  will  represent  the  profit  or  loss  on  reahsation  of  the 
net  assets  taken  over,  and  will  be  divided  between  the  partners 
in  the  proportions  in  which  they  share  profits  and  losses.  If  a 
profit,  debit  the  Realisation  Account  and  credit  the  various 
Capital  Accounts  ;   if  a  loss,  vice  versa, 

(5)  Debit  the  various  asset  accounts,  such  as  Cash,  Shares,  Deben- 
tures, &c.,  representing  the  purchase  consideration,  and  credit 
the  Purchasing  Company. 

(6)  Pay  off  the  Habilities  not  taken  over  by  the  new  Company  (if 
ai^y)>  ^y  crediting  cash  and  debiting  the  Liabihty  Accounts. 

(7)  Distribute  the  Shares,  Debentures,  &c.,  by  crediting  those 
accounts  and  debiting  the  partners'  Capital  Accounts  in  the 
agreed  proportions. 

(8)  The  only  balances  remaining  will  be  the  Capital  Accounts  and 
the  cash,  which  should  equal  one  another,  and  the  partners 
should  therefore  be  paid  off  according  to  the  balances  standing 
to  their  credit. 
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ILLUSTRATION- 

The  firm  of  J.,  8.  and  R.  decide  to  turn  their  business  into  a  Limited  Company. 
Balance  Sheet  is  as  follows  : — 

J..    S.    AND    R. 
BALANCE    SHEET,   SOih  June,    1920. 


Their 


LUBIUTIBS. 


Capital  Acooanta  :— 

s!         '.'.        '.'. 
R 


Trade  Creditors 
Loan  on  Mortgage 


£25,000 
15,000 
10,000 


d. 


50,000     0     0 


03,300 
20,000 

0 
0 

0 
0 

£133,300 

0 

0 

AB8BT8. 

Freehold  Property        

Plant       

Fixtures,  Fittings  and  Furniture 

Stock-ln-Trade 

Sundry  Debtors. .         . .  £08,830 

Leu  Keserve      . .  2,000 


Cash  at  Bank 
,.    in  Hand 


4,500 
70 


£ 

30.000 

10,900 

1.500 

10,500 


00.830     0     0 


4.570     0     0 
£133.300    0     0 


They  share  profits — J.  four-ninths,  S.  three-ninths,  R.  two-ninths.  The  purchase  con- 
sideration was  £85,000  (the  Company  taking  over  all  the  assets  and  liabilities  except  the  loan  on 
mortgage),  and  was  payable  as  to  £25,000  in  cash,  £20,000  in  5  per  Cent.  Mortgage  Debentures, 
and  £40,000  in  Ordinary  Shares.     Expenses  amounting  to  £600  were  payable  by  the  firm. 

Assuming  the  transactions  to  have  been  carried  through  and  the  loan  on  mortgage  paid 
off,  close  the  books  of  the  firm,  the  debentures  and  shares,  &c.,  being  divided  in  proportion 
to  the  capitals  as  shown  in  the  above  Balance  Sheet. 


Dr. 


REALISATION    ACCOUNT 


To  Sundry  Aaseta  

.,  Expenses         

„  Capital  Accounts,  being  profit : — 

J.  (our-nintlis  . .  £0,400 

8.   three-nintlis  ..    4,800 

R.  two-ninths  . .    3,200 


Dr. 


Tb  Cmo 


LOAN    ON    MORTGAQE. 


Cr. 


£        s.  d. 

20.000     0     0 


By  Balance 


fi       1.  d. 
to.ooo  0    0 


Dr. 

PURCHASING    COMPANY. 

Or, 

To  Bodlnl 

ttoo  Account  . . 

1       1      ..d. 

85.000     0     0 

:  BTbiM  :: 

t    t.  d. 

tMOO  0  • 

10,000    0    0 
40,000    0    0 

£85.000     0     0 

tiMiO  0  0 

Dr. 

DEBENTURES. 

Or. 

To  ParehMiiig  OonpMjr 

..        ^%% 

By  J.  OiplUl  Aon 

•«»« 

«       1.4. 

10.000    0    0 

...... 

H  •• 

.. 

0,000    0    0 

n     R- 

«  .. 

*• 

4g000    0    0 

£tO,000     0     0 

"T*  «  « 
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SHARES. 

VII. 

Cr. 

To  Purchasing  Company 

£        s.  d. 
40,000    0    0 

i 

By  J.  Capital  Account  |^     . . 

O                                                    15 

»    R-      .,           II       i-o     •  • 

£ 
20,000 

12,000 

8,000 

8.   d. 
0    0 

0     0 

0     0 

£40,000     0    0 

£40,000 

0     0 

Dr. 

J.    CAPITAL    ACCOUNT. 

Cr. 

To  Debentures 

."Cash 

£        s.   d. 
10,000     0     0 
20,000     0     0 
1,400     0     0     , 

By  Balance        

„    Bealisation  Account 

£ 

25.000 

6,400 

8.  d. 
0     0 
0     0 

£81,400     0     0 

£31,400 

0     0 

Dr. 

S.    CAPITA! 

i    ACCOUNT. 

Cr. 

To  Debentures 

„  Ordinary  Shares         

..  Cash 

£        s.  d. 

6,000     0     0 

12,000     0     0 

1,800     0     0 

By  Balance        

„    Realisation  Account 

£ 

15,000 

4,800 

8.  d. 

0     0 
0     0 

£19,800     0     0 

£19,800 

0     0 

Dr. 

R.    CAPITAI 

J    ACCOUNT. 

Cr. 

To  Debentures 

„  Ordinary  Shares         

„  Cash 

£       s.   d. 
4,000     0     0 
8,000     0     0 
1,200     0     0 

By  Balance        

„    Realisation  Account 

£ 

10,000 

3,200 

8.  d. 
0    0 
0     0 

£13,200     0     0 

£13,200 

0     0 

Dr. 

CASH    A 

CCOUNT. 

Cr. 

To  Purchasing  Company 

£       s.  d. 
25,000     0     0 

By  Loan  on  Mortgage . . 

•  „   Expenses 

„    Capital  Accounts  — 

.T £1.400 

S 1,800 

B 1,200 

£ 
20,000 
600 

4,400 

8.  d. 
0    0 
0     0 

0     0 

£25,000     0     0 

£25,000 

0     0 

JSote  to  Illustration, 

llie  ultimate  balance  of  Cash,  viz.,  £4,400,  is  divided  between  the  partners  according 
to  the  balances  of  their  respective  Capital' Accounts,  after  dividing  up  the  Debentures  and 
Shares  between  them,  and  has  no  connection  whatever  with  the  proportions  of  Capital  prior 
to  such  distribution,  or  the  proportions  in  which  they  share  profits  and  losses. 


(f)  Amalgamation  of  Sole  Traders. 

The  unnecessary  expenditure  in  the  nature  of  fixed  charges  is  one 
important  factor  which  has  often  induced  traders  in  the  same  line  of 
business  to  enter  into  partnership  together. 
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Wliere  such  an  arrangement  has  been  decided  upon,  it  is  essential 
that  a  very  definite  agreement  be  arrived  at  with  regard  to  the 
valuations  at  which  the  assets  belonging  to  the  various  traders  are  to 
be  brought  into  the  partnership,  and  Ukewise  the  extent  to  which  the 
UabiUties  are  to  be  undertaken  by  the  partnership,  and  the  amounts 
of  the  respective  partners'  Capitals. 

It  is  usual  in  these  cases  to  make  all  the  necessary  adjustments 
of  book  values  in  the  books  of  the  individual  traders,  so  that  it  is  quite 
clear  from  the  separate  books  that  the  net  assets  introduced  by  e€u;h 
partner  are  in  accordance  with  the  agreement. 

Where  the  net  assets  in  any  case  are  less  than  that  partner's  agreed 
capital  in  the  partnership,  it  will  be  necessary  for  him  to  introduce  Cash 
to  the  required  amoimt.  Should,  however,  there  be  a  surplus  of  net 
assets  over  his  agreed  capital,  such  surplus  should  be  carried  to  the 
credit  of  his  Current  Account ;  or  where  possible,  an  equivalent  amount 
in  cash  can  be  withdrawn  prior  to  the  amalgamation. 

ILLUSTRATION- 

C.  Water  and  B.  Fall  have  each  been  trading  as  Cardboard  Box  Manufacturen.  Thej 
agree  to  enter  into  partnership  and  carry  on  their  former  businesses  as  one  under  the  stjle 
of  Water,  Fall  &  Co. 

It  is  agreed  : — 

(1)  that  each  partner  shall  have  a  fixed  capital  of  £10,000; 

(2)  that  Water's  Stock  is  to  be  brought  in  at  £3,250,  and  Fall's  Stock  at  £2,750  ■• 
per  valuations ; 

(3)  that  the  reserves  for  Bad  Debts  are  to  be  increased  to  6  per  cent,  on  the  Debtors  { 

(4)  that  Fall  is  to  dispose  of  his  Office  Furniture  and  Fixtures  to  the  best  advantafe, 
and 

(5)  that  any  deficiency  on  the  net  assets  brought  in,  is  to  be  paid  into  the  firm's 
Bankers. 

The  Balance  Sheets  at  December  3Ut,  were  as  follows  :— 

C.   WATER. 

Dr.  BALANCE  SHEET*  8l8T  Dsosmbbb.  O. 


Stmdnr 


To  Stmdnr  CmHton 
Acoottot 


C      t.   d. 

1.810    0    0 

10.St5    0    0 


£18,05    0    0 


,  f  «.  d. 

By  OAet  runaltttn  sad  rUlm  UO  0  0 

..  Ptasi  sad  MMfatevry       MOO  0  0 

H  8tocli           8,400  0  0 

n  8«adnrIMblon     a.TM 

iMtkMnrvlbrBsdDtbto       180 


8,8ao    0    0 

Is  Hsad  n    I 

'       1.0M    0    0 


"*-     •« 


818.488    0    0 
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B.   FALL. 
BALANCE   SHEET,  31st  December. 


Cr. 


To  Sundr>-  Creditors     

„   Carital  Account       

£      8.   d. 

2,102    0    0 

10,133     0    0 

By  Office  Furniture  and  Fixtures 

„   Plant  and  Macliinery 

„   Stock            

;      „   Sundry  Debtors      £3,025 

1            Less  Reserve  for  Bad  Debts        100 

£        B.     d. 

200     0    0 

5.500     0     0 

2,800     0    0 

2,925     0    0 

810     0     0 

„    Cash  at  Bank          765 

„     in  Hand         45 

1 

£12,235     0     0 

£12,235     0     0 

Give  the  Journal  entries  necessary  to  adjust  each  trader's  books  prior  to  amalgamation, 
and  the  commencing  Balance  Sheet  of  Water,  Fall  &  Co. 


Dr. 


WATER,   FALL   &^   COMPANY. 
BALANCE   SHEET,   1st  January. 


Cr. 


To  Sundry  Creditors 

„   Capita!  Accounts  : — 

C.  Water £10,000     0     0 

B.  Fall     10,000     0     0 


£      8.    d. 
3,912     0     0 


20,000     0     0 


£23,912     0     0 


By  Office  Furniture  and  Fixtures 
„    Plant  and  Machinery 

„    Stock  

„    Sundry  Debtors     ...     5,77f    0    0 
Less    Reserve    for 

Bad  Debts,  6%         346  10     0 


Cash  at  Bankers 
„    in  Hand 


1,513  10 
120    0 


£ 

350 

10,500 

6,000 


5,428  10    0 


1.633  10     0 


£23,912     0     0 


WATER'S   BOOKS. 


£        8.   d. 

£ 

8. 

d. 

Capital  Account         

Dr. 

625    0    0 

To  Stock 

150 

0 

0 

Reserve  for  Bad  Debts      

45 

0 

0 

Cash 

430 

0 

0 

being  adjustment  in  accordance  with  agreement  of  partnership  with  B.  Fall. 

FALL'S  BOOKS. 


- 

£     8.   d. 

£      s. 

d. 

Capital  Account         Dr. 

331  10    0 

To  Stock 

50     0 

U 

Reserve  for  Bad  Debts      

81  10 

0 

Office  Furniture  and  Fixtures      

200    0 

0 

bebig  adjustments  in  accordance  with  agreement  of  partnership  with  C.  Water 

WATER,  FALL  &   CO. 


Cash      

To  B.  Fall's  Capital  Account.'.'.'        .'.'."         '.'.'. 
bemg  introduction  of  cash  necessarj-  to  bring  B.  Fall's  Capital  to  £10,000. 
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§  9.— Joint  Venture  Accounts. 

Joint  Venture  is  defined  in  "  Bell's  Principles,"  Art.  392,  as  follows: 
"  Joint  Adventure  or  Joint  Trade  is  a  partnership  confined  to  a  par- 
ticular adventure,  speculation,  course  of  trade  or  voyage,  and  in  which 
the  partners,  either  latent  or  known,  use  no  firm  or  social  name,  and 
incur  no  responsibility  beyond  the  limits  of  the  adventure."  The 
incidents  of  Joint  Adventure  cannot  be  distinguished  in  any  way  from 
those  of  an  Ordinary  Partnership,  beyond  the  fact  that  the  agreement 
is  of  a  specially  limited  character. 

In  actual  practice  cases  of  Joint  Adventure  resolve  themselves 
broadly  into  two  classes  : — 


(a)  Where  a  separate  set  of   books  is  opened   for  the  transactions  of  the  Joint 
Venture. 

In  such  a  case  a  joint  Banking  Account  will  be  utilised,  and  the 
transactions  will  be  recorded  in  a  precisely  similar  manner  to  those  of 
ordinary  partnerships,  each  partner's  Capital  Account  being  credited 
Nvith  the  amount  which  he  pays  into  the  Joint  Account.  Interest  on 
Capital  is  usually  taken  into  consideration,  and  the  profits  or  losses  are 
divided,  according  to  the  shares  a^eed  upon. 

ILLUSTRATION- 

* 

A.  and  B.  were  partneia  in  a  joint  venture  in  Timber,  sharing  proAts,  two.thirda  and 
one-third  respectively.  4  Banking  Account  in  their  joint  namo*  is  openml  on  (ho  Ut  January, 
1920,  A.  paying  into  the  same  £700,  and  B.  £850. 

The  transactions  were  a^  follows : — 

1930  *  *•  **• 

Jan.     ■  8  PnnlMMd  from  F.  DaponU  Carfo  of  Tlmb«r  valued  »t  JJ?  2  2 

j  Aoo«ptod  draft  for  lame  at  one  month TTi  •?  X 

„      11  Paid  Freight  and  Bjromiea  to  Liverpool 12  *J  J 

FeL    80  Sold  T.  sTephent  AJtone  Lofi «  0  0 

£1  Received  Caah  iM«  6%  1'*  ®  * 

Stf  Bought  for  Oaah  from  Lehman  A  Co.  Car«o  of  Timber,  n. »  ???  2  2 

to  Hull  IH  2  2 

-^■•*    v  J22  2  2 

one  month  .????? 


Stf         Bought  for  Oaah  from 

17         PaidFreteht  and  Bx« 

Sold  M.  White  A  Oo.  1 

Aurll   SI         Sold  for  Cteh  to  M.  Blaeit  dTboT Carfo  purchased  from  Lehman  A  c<>  l.«00    0    0 

„      SO    1     Stock  bdance  of  DaponUe  Oaito  vJied  at 110    0    0 

The  Venture  was  closed  on  April  30th.  1020,  by  B.  taking  over  tlio  Stock  at  an  agreed 
valuation  of  £320,  less  10  per  oent. 
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Adjust  the  accounts  as  between  the  partners  at  30th  April,  1920,  allowing  interest  on 
the  amounts  at  5  per  cent,  per  annum,  and  show — 

(1)  The  Joint  Venture  Account. 

(2)  The  Partners'  Capital  Accounts. 

(3)  The  Joint  Cash  Account. 

(4)  The  Joint  Bills  Receivable  and  Payable  Accounts. 


Dr. 


JOINT    VENTURE    ACCOUNT. 


Cr. 


To  Purchases : — 
F.  Daponta 
Lehman  &  Ck>. 

„  Freight  «k  Expenses  : 
Liverpool    . . 
Hull 


„   Discount 

„  Interest  on  Capital  :- 


8.  d. 


Balance,  being  Profit : — 

A.  Two-thirds 

B.  One-third 


665     0 
800     0 

0 
0 

142  10 
125     0 

0 
0 

11   13 
14     3 

4 
4 

267     2 
133  11 

3 

1 

£      s.   d. 


1,465     0     0 


267  10     0 
9     0     0 


25  16     8 


400  13     4 


£2,168     0     0 


By  Sales:— 

T.  Stephens  &  Sons  180 
M.  White  &  Co.  . .  300 
M.  Black  &  Co.     . .  1,400 


8.  d. 

0  0 

0  0 

0  0 


B.  Capital  Account:  value  of  stock 
taken  over,  less  10  %   . . 


£     s.   d. 


,880     0     0 
288     0     0 


£2,168     0     0 


Dr. 


A.    CAPITAL    ACCOUNT. 


Cr. 


1920. 
April  30 


To  Cash 


£      8.   d. 
978  15     7 


£978  15     7 


1920. 
Jan.     1 
AprU  30 


By  Cash     .. 
„    Interest  on  Capital 
„    Profit    .. 


£  s.  d. 

700  0  0 

11  13  4 

267  2  3 


£978  15  7 


Dr. 


B.    CAPITAL    ACCOUNT. 


Cr. 


1920. 
April  30 


To  Stock  taken  over 
„    Cash 


£     s.  h. 

288     0     0 
709  14     5 


£997  14     5 


1920. 
Jan.     1 
April  30 


By  Cash      .. 
„    Interest  on  Capital 
..    Profit    .. 


£      s.  d. 

850     0  0 

14     3  4 

138  11  1 


£997  14     6 


Dr. 


CASH    BOOK. 


Cr. 


1920. 
Jan.     1 

Feb.  21 

AprU  20 

.,    21 

To  A.  Capital  Account 
„    B.        „            ., 
„    T.  Stephens  &  Sons 
„    Bills  Receivable 
„    Cash  Sales  :— 
M.  Black  &  Co. 

To  Balance 

£      s. 
700    0 
850     0 
171     0 
300     0 

1,400     0 

d. 

0 
0 
0 
0 

0 

1920. 
Jan.   11 
Feb.  11 
„    26 

,     Mar.  17 
April  30 

April  30 

By  Freight  and  Expenses 
„    Bills  Payable  . . 
„    Cash  Purchases  : — 

Lehman  &  Co. 
„    Freight  and  Expenses 
„    Balance 

By  A.          ..   £978  15     7 
„    B.          ..     709  14     5 

£      ,.    d. 
142   10     0 
665     0     0 

800     0     0 

125     0     0 

1,688   10     0 

£3,421     0 

0 

£3,421     0     0 

AprU  30 

£        8. 
1,688   10 

d. 
0 

£      8.    d. 
1,688  10     0 

£1,688  10 

0 

£1,688  10     0 
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Or. 

1920. 
Mar.  17  1 

To  M.  White  A  Co. 

.. 

£     8.  d. 
800    0    0 

1920. 
April  M 

BfOMh     ..         .. 

SOO    0    0 

Dr. 

BILLS    PAYABLE    ACCOUNT. 

Cf. 

1920. 
Feb.  11 

IdOtah 

.       .. 

£     8.  d. 

665     0     0 

1920. 
Jan.     8 

BrV.DapoQte     .. 

t    1.  d. 

.                 665     0     0 

(b)    Where  no  separate  set  of  books  is  opened  for  the  transactions  of  the  Joint 
Venture. 

In  such  a  case  each  party  will  record  the  transactions  he  enters  into 
on  behalf  of  the  Joint  Account  in  his  own  books,  and  no  Joint  Banking 
Account  will  be  opened.  In  order  to  ascertain  the  profit  or  loss,  each 
party  must  render  a  complete  statement  of  all  transactions  entered  into 
by  him,  and  these  must  then  be  combined  into  a  Joint  Venture  Account, 
which  account  will  not  appear  in  the  books  of  either  party,  but  will 
be  raised  from  materials  supplied  by  both.  This  account  is  in  the  nature 
of  a  Trading  or  Profit  and  Loss  Account.  As  soon  as  the  result  is 
ascertained,  each  partner  will  debit  or  credit  his  account  with  the  Joint 
Venture  in  his  own  books  with  his  share  of  the  result,  and  the  balance 
of  this  account  will  then  represent  the  amount  due  to  or  by  the  other 
party. 

ILLUSTRATION— 

M.  and  R.  wore  partners  in  an  Underwriting  Venture,  sharing  profits  and  losses,  three- 
'  fifths  and  two-fifths.     They  agree  to  guarantcM)  the  subscription  of  100,000  shares  of  £1  each 
in  a  Company,  and  to  pay  all  expenses  up  to  allotment,  in  consideration  of  a  commission  of 
5  per  cent,  in  cash  and  10  per  cent,  in  fully -paid  shares  of  the  Company. 

M.  provided  cash  for  the  following  expenses : — Registration  and  Fees  £120,  Advertising 
£2,200,  Printing  and  Prospectuses  £270.  K.  provided  the  cash  for  the  remainder,  vis.. 
Rent  of  Ofilces  £46  ;   Petty  Cash  £20,  Stamps  £90.  Law  CosU  £250. 

The  public  having  subscribed  only  £70,000,  the  Undenrriten  had  to  take  qp  £30,000, 
the  cash  being  provided  by  them  throe-fifths  and  two-fifths  respeotivoly. 

In  due  course  they  sold  all  their  shares  except  0,000,  indading  those  received  for  com- 
mission, at  an  average  price  of  16s.  3d.,  less  brokerage  of  3d.  per  share,  the  remaining  6,000 
being  taken  over  by  M.  at  lite.  6d.  Of  the  proceeds  M.  received  three-flfths  mod  R.  two-fifths. 
The  cash  commission  received  was  divided  in  the  same  proportions. 

Prepare  a  Joint  Venture  Account,  and  the  separate  accounts  of  the  partners  in  their 
own  books,  showing  the  final  balance  payable  by  the  one  to  the  other,  the  shares  taken  over 
by  M.  being  brought  into  account,  and  no  interest  being  taken  into  oonsideration. 
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Cr. 


£  8.  d. 
To  Ezpeiues  paid  by  M. : — 

Registmiion  Fees  . .         120  0  0 

Advertising  ..      2,200  0  0 

Printing,  &c.  ..         270  0  0 


Expenses  paid  by  R. : — 
Rent 

Petty  Cash 
Stamps 
Law  Ck)sts  . . 

Shares  taken  up  : — 

M 

R.  ..         .. 

Balance,  being  Profit : — 
M.  Three-fifths 
K.  Two-fifths 


45 

0 

0 

20 

0 

0 

90 

0 

0 

250 

0 

0 

18,000 

0 

0 

12,000 

0 

0 

828 

0 

0 

552 

0 

0 

£     8.  d. 


2.590     0     0 


405     0     0      I 


.000     0     0 


1.380     0     0 


By  Cash — Underwriting  Cksmmission  : 

£        8.   d. 
M.  ..  ..      8,000     0     0 

R.  ..  ..      2,000     0     0 


Sale  of  35,000  shares  at  ISs.  net : — 
£         8.   d. 
M.  ..  ..     15,750     0     0 

R.  ..  ..    10,500     0     0 


£34,375     0     0 


Shares  taken  over  by  M.,  5,000  @ 
12s  6d 


£  s.  d. 

5,000  0  0 

26,250  0  0 

3,125  0  0 


£34.375     0     0 


M.'S    BOOKS. 


Dr. 

JOINT    ACCOUNT    WITH    R. 

Cr. 

To  Cash— Expenses 

„      „       Shares 

„    Profit     and    Lo&s    Account, 

fifths  of  £1,380     .. 
„    Balance  due  to  R.    . . 

Three- 

£        8.   d. 

2,590    0    0 

18,000     0     0 

828     0     0 
457     0     0 

By  Cash — Commission 

Shares          

„    Shires  taken  over  . . 

By  Balance  due  to  R 

£       s.  d. 

3,000     0     0 

15,750     0     0 

3,125     0     0 

£21,875     0     0 

£21,875     0     0 

£457     0     0 

Dr. 


R.'S    BOOKS. 
JOINT    ACCOUNT    WITH    M. 


Cr. 


To  Cash— Expenses         

„      „        Shares 

„    Profit  and  Loss  Account — 
Two-fifths  of  £1,380 

£       s.   d. 

405     0     0 

12,000     0     0 

552     0     0 

By  Cash— Commission 

„      „        Shares 

„    Balance  due  from  M 

£        s.    d. 

2,000     0     0 

10,500     0     0 

457     0     0 

£12,957     0     0 

£12,957     0     0 

To  Balance  due  from  M. 

£457     0     0 

§  10. — Miscellaneous  Problems  in  Partnership  Accounts. 

The  following  are  illustrations  of  a  few  of  the  more  important 
problems  involving  minor  difficulties  and  arithmetical  intricacies,  which 
are  continually  presenting  themselves  to  the  Professional  Accountant 
in  dealing  with  Partnership  Accounts. 

<a)  Proportion  of  one  Partner's  share  borne  personally  by  another. 

It  occasionally  happens  where  a  member  of  the  staff  of  a  Private 
Firm  is  taken  into  Partnership,  that  the  difference  between  the  amount 
of  his  share  in  the  profits  as  a  partner  and  the  amount  which,  as  a  clerk. 
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he  would  have  received  by  way  of  salar}',  plus  possibly  a  commission 
varying  with  the  profits,  is  borne  personally  by  certain  of  the  partners, 
and  not  shared 'by  all  in  proportion  as  they  divide  profits  and  losses. 

Such  cases  present  no  real  difficulty,  provided  the  terms  of  the 
agreement  are  thoroughly  understood,  but  arithmetical  accuracy  is  of 
course  of  the  utmost  importance.  Further,  it  is  necessary  to  state  very 
clearly  the  various  steps  showing  how  the  ultimate  result  has  been 
arrived  at,  to  prevent  difficulties  and  misunderstandings  subsequently. 

ILLUSTRATION- 

A.  and  B.  are  in  partnership,  sharing  profits  and  losses  in  the  proportions  of  four-fifths 

and  one-fifth  respectively. 

On  the  1st  July,  1919,  they  admit  to  partnership  C,  their  Managing  Clerk,  giving  him 
one -eighth  share  of  the  profits. 

Previous  to  Ist  July,  1919,  C.  had  been  in  receipt  of  a  salary  of  £300  per  annum,  and  a 
commission  of  5  per  cent,  upon  the  net  profits  after  charging  such  salary  and  commission. 

In  accordance  with  the  terms  of  the  Partnership  Deed  any  excess  over  his  former  remu- 
neration to  which  C.  as  a  partner  becomes  entitled  is  to  be  provided  out  of  A.'s  share  of  the 
profit.  The  profits  for  the  year  ending  30th  June,  1920,  amount  to  £7.200.  Divide  this 
amount  between  A.,  B.  and  C. 

g~~irT  I      a.  4, 

Profit  for  year  ending  30th  Juno,  1920    . .  7,100    0    0 

Le*$  C.'s  Salary  80000 

C.'b  Commission  :— 5  %  on  £6,571  Ss.  7d «»  II     5 


C.'s  thftre  of  profit  is  one^ighth  of  £7,200  

Le*g  Remuneration  receivable  in  the  cai>acity  of  Managing  Clerk  ah  nlK>vt> 

Bxcess  of  C.'s  present  over  former  remuneration  chan^*able  to  A.  |HT»«>nall.v 

A.'s  share  U  four-fifths  of  £6,&71  8s.  7d 

Leu  amount  chargeable  as  above  on  aooonnt  oi  v.'n  share 


B.'s  ahar*— one-fifth  of  £6.571  H.  Td. 


ets 

u 

£6,671 

£ 
900 
6S8 

11 

'      txti 

£ 

5.147 

171 

_iflf?Jr 

14 

l^iiiL 

JL 

Thus   the   profit   of   £7,200  for   the   year  ending   30th   June,    1920,   will   be  dJTided 
between  the  partners  as  follows : — 

£       s.    d. 

A.  4.085   U     4 

B.  1.314     6     8 

C.  000     0     0 


£7,200    0     0 
Note*  to  Illfutration.  i^— ^■■■^-ib— 

(1)  To  afloertain  the  figure  of  profit  upon  which  €.*•  commlMion  would  have  beca 
charged  ia  merely  an  arithmetical  calculation,  baaed  on  the  rule  of  three. 

The  easioet  method  of  arriving  at  the  correct  reeult  ia  to  pretnme  the  profit  upoa 
which  the  calculation  of  commiition  hae  to  be  made  to  be  £100. 

K 
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The  question  then  resolves  itself  into  finding  the  figure  which  by  deducting 
5  per  cent,  of  £100  (£5)  will  leave  £100.     Obviously  the  answer  is  £105. 

Thus  where  the  profit  after  charging  salary,  but  prior  to  charging  commission, 
i.« — 

£105,  the  calculation  is  made  upon  £100 

100 
105 

£6,900  the  calculation  is  made  upon  — -   X     \ —  =  £6,571  8s.  7d. 

105  1 

(2)  It  should  be  noted  that  B.  does  not  personally  in  any  way  lose  through  C. 
being  admitted  as  a  partner,  as  his  share  of  the  profits  is  based  upon  the  figure  of  profit 
as  it  would  have  been  had  C.  continued  as  the  Managing  Clerk. 


(b)  Readjustment  of  Partners'  Shares  over  a  period  of  years. 

It  occasionally  happens  that  where  an  incoming  Partner  has  been 
connected  with  the  business  for  some  time,  the  arrangements  made  on 
his  entry  into  the  firm  are  treated  as  retrospective  for  a  certain  period, 
as  if  he  had  become  a  partner  from  the  point  of  view  of  sharing  profits 
at  an  earlier  date.  In  such  cases  the  adjusting  entry  will  require  to 
be  made  at  the  commencement  of  the  new  Partnership,  debiting  the 
original  members  of  the  firm,  and  crediting  the  incoming  Partner  with 
the  amount  to  which  he  is  found  to  be  entitled. 

ILLUSTRATION- 


A.  and  B.  have  carried  on  business  for  four  years,  their  books  showing  the  following 

results: — 

£       8.    d. 

First  year  . . 

Loss           788     0     0 

Second  year 

Profit      3,635     0     0 

Third  year 

4,129     0     0 

Fourth  year 

5,362     0     0 

The  Capital  (on  which  no  change  has  been  recorded  in  the  books  during  the  four  years) 
18  A.  £30,000,  B.  £20,000,  the  profits  and  losses  being  divisible  in  these  proportions  ;  and  in 
addition  to  the  Capital  there  is  a  Loan  from  C.  (the  Manager)  of  £5,000  at  5  per  cent.  The 
above  results  are  after  charging  4^  per  cent,  on  the  Capital,  5  per  cent,  on  the  Loan,  and  C.'s 
salary  of  £500  per  annum. 

At  the  end  of  the  fourth  year  the  partners  agree  to  adjust  the  accounts  by  treating  C. 
ss  a  partner  from  the  commencement,  his  £5,000  entitling  him  to  one-eleventh  of  the  profits, 
and  carrying  4 J  per  cent,  interest  instead  of  the  5  per  cent,  originally  arranged,  but  his  salary 
is  reduced  to  £400  per  annum  for  the  whole  period  of  four  years. 

Make  the  necessary  Ledger  entries  to  adjust  the  accounts  to  accord  with  the  new 
arrangement,  and  show  how  the  loss  of  the  first  year  and  the  profits  of  the  second,  third  and 
fourth  years  are  divisible  between  A.,  B.  and  C. 


§  10.]  PARTNERSHIP   ACCOUNTS.  147 

Under  the  new  arrangement  the  divisions  are  as  follows : — 


First  Year  — 

Loss  £788 -Interest  £25  and  Salary  £100= Loss  £M8 


C. 


£      t.  d. 

Ml  It  9 

241     1  10 

60     5  5 


£M3     0     0 


Second  Year  :— 

Profit  £3,035  + Interest  £25  and  Salary  £100=  Profit  £8,760,  A.  SO 

B.  20 

C.  5 


PfionT 


By  the  above  arrangement  C.  receives  the  following  :— 

Second  Year  

Third        

FoorUi  


£  s.  d. 

2.050  18     t 

I        1.367  5     ft 

341  16     ft 


L760     0     0 


Third  Year  :— 

Profit  £4,129+ Interest  and    Salary  £125=Proflt    £4,254, 

A. 
B. 
C. 

30 

20 

5 

PKOriT 

f      ..4. 

2,820     7     8 

1,546  18     2 

886  14     7 

£4.254     0     0 

Fourth  Year  ;— 

Profit  £5,362+ Interest  and  SaUry  £126= Profit  £5,487.. 

A. 
B. 
C. 

30 

20 

5 

FBOflX    ,. 

£       a.   d. 
2,992  18     2 
1,995     5     ft 

498  16     ft 

£5.487     0     0 

lA$»—Vint  Year  Loss  

£125  per  annum  for  4  years,  viz.,    25  interested  %  on  £5,000)  and  £100 
■aUry  to  be  talcen  at  £400  histead  of  £500 


Net  Credit  for  C. 


£60 
500 


Debit  to  A.  three-fifths  of  £667  2s. 
„       „  B.  two-fifths  of  £667  28. 


£ 

t. 

d. 

341 

16 

ft 

886 

14 

7 

498 

16 

ft 

1.227 

7 

ft 

1           ^ 

5 

ft 

C«67 

2 

0 

£ 

s. 

d. 

1           400 

ft 

2 

Mt  It  10 

A.'s  Ledger  Account  wiU  therefore  be  debiUd  with  £400  5s.  2d.,  and  B.'8  with  £266  let.  JOd. 
iMKl  C.'s  cndltod  with  £667  2a.  Od. 


£••7    S    0 


(C)  Adjustment  in  Accounts  where  Interest  on  Capital  has  been  omitted. 

Where  inadvertently  Interest  on  Capital  has  been  omitted,  although 
agreed  upon  between  the  Partners,  and  it  is  subsequently  desired  to 
rectify  the  error  without  reopening  the  Accounts,  an  adjusting  entry 
can  be  made  at  the  commencement  of  the  new  period  for  this  purpose. 

ILLUSTRATION- 

There  are  four  partners  in  a  buaineas — A.,  B.,  C.  and  D.  They  are  entitled  under  the 
Fartnenhip  Deed  to  profits  in  the  following  proportions,  vis.,  A.  to  one- third,  B.  to  one-fourth. 
C.  to  one-fourth,  and  D.  to  one-sixth  part. 

The  Capital  in  the  butinaM  is  held  as  follows  :~ 

£       s.  d. 

A.  10,000    0  0 

B.  22,500  0  0 
C  30,000  0  0 
I)                   22,500  0  0 

K  2 


148 


BOOK-KEEPING   AND    ACCOUNTS. 


[Chap.  VI 


After  the  accounts  for  the  year  have  been  prepared  and  signed,  it  is  discovered  that 
Interest  at  4  per  cent,  per  annum  (as  agreed)  has  been  omitted  to  bo  credited  to  the  Partners' 
Capital  Accounts.  Instead  of  altering  the  signed  Balance  Sheet  it  is  decided  to  make  an 
adjusting  Journal  entry  at  the  beginning  of  the  new  year,  crediting  or  debiting  the  respective 
Partners'  Accounts. 

Make  the  necessary  Journal  entry. 


JOURNAL. 

Dr.   1            £ 

B. 

d. 

t 

S. 

.1. 

Sundries. 

1 

To  Sundries— 

A.  one-third  of  £3,600  Interest  on  Capital 

.     1         1,200 

0 

0 

B.  one-fourth           „                   „ 

900 

0 

0 

C.  one-fourth 

900 

0 

0 

D.  one-sixth            „ 

600 

0 

0 

A.  4%  on  £15,000     . 

600 

0 

0 

B.     „     „    £22,500     . 

900 

0 

0 

C.     „     „    £30,000     . 

1,200 

0 

0 

D.     „     „    £22,500      . 

900 

0 

0 

Adjustment  of  Interest  on  Capital  onuttod  in  Prodt  and  Loss  Account. 

£3,600 

0 

0 

£3,600 

0 

0 

■■" 

■^^ 

~~" 

(dj  5hare  of  one  Partner  guaranteed  at  a   Fixed   Minimum. 

It  sometimes  happens  that  a  Junior  Partner's  share  in  the  profits 
of  a  business  is  represented  by  a  percentage  thereof,  or  a  fixed  minimum 
sum,  whichever  is  gi^eater.  Where  the  minimum  sum  is  greater  than 
the  percentage,  the  difference  must  be  borne  by  the  remaining  partners 
in  the  same  ratio  as  they  share  profits  and  losses. 

ILLUSTRATION- 

A.,  B.  and  C.  are  in  partnership,  sharing  profits — one-half,  one-third  and  one-sixth 
respectively. 

C.'s  share,  however,  is  guaranteed  by  A.  and  B.  at  a  fixed  minimum  of  £400. 

The  Net  Profits  for  the  year  amounted  to  £1,800.  Show  the  appropriation  thereof  as 
between  the  partners. 

APPROPRIATION    ACCOUNT. 


To  A.  tliree-slxths..         ..       900    0 
„    B.  two-sixths  . .          . .       600     0 
„    C.  one-sixtb     ..         ..       300    0 

d. 
0 
0 
0 

£ 
1,800 

s. 
0 

d. 
0 

By  Balance        

By  A.  three-flf ths 
„    B.  two-fifths           

£      8.     d. 
1,800     0     0 

•• 

£1,800 

0 

0 

£1,800     0     0 

To  C.  :— 

Further  amount  inredited  to  biro 

£ 
100 

8. 
0 

d. 
0 

£      8.    d. 
60     0     0 
40     0     0 

£100 

0 

0 

£100     0     0 

' 

TT^ 

■ 

A.  and  B.  sharing  profits  as  three  is  to  two  must  bear  the  additional  amount  to  be 
credited  to  C.  in  the  same  proportion,  i.e.  three-fifths  and  two -fifths. 
The  net  amounts  to  the  credit  of  each  partner  will  then  be — 

£      s.    d. 

A 840     0     0 

B 560     0     0 

C 400     0     0 


£1,800     0     0 
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§  8. — Preliminary  and  Formation  Expenses 
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9. — Mortgages  and  Debentures. 
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11. — Forfeited  Shares. 

12. — Bonus  Shares. 

(a)  Issue  of  Bonus  Shares  at  par. 
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CHAPTER  VIII. 

COMPANY    ACCOUNTS. 

§  1.— The      Distinction      between      Partnerships   and    Limited 
Liability  Companies. 

Prior  to  the  introduction  of  Limited  Liability,  members  of  a  CJompany 
were  liable  jointly  and  severally  for  the  whole  of  the  debts  of  the  Com« 
pany.  This  having  proved  disastrous  in  many  cases,  an  Act  was  passed 
in  1855  limiting  the  liability  of  the  shareholders  in  Companies  limited 
by  shares  to  the  extent  of  the  nominal  value  of  their  shares,  or,  in  the 
case  of  Companies  limited  by  guarantee,  to  the  extent  of  such  guarantee. 

The  Law  of  Companies  was  consolidated  by  the  Act  of  1862,  and 
numerous  amending  Acts  were  subsequently  passed,  being  referred  to, 
with  the  principal  Act,  as  the  Companies  Acts,  1862  to  1907.  These 
Acts  have  now  been  repealed  and  re-enacted  in  a  codified  form,  by  the 
Companies  (Consolidation)  Act,  1908,  which  came  into  force  on  the 
1st  April,  1909. 

The  principal  distinctions  between  an  Unlimited  Partnership  and  a 
Limited  Company  (Limited  Partnerships  are  discussed  in  Chapter  VI L) 
are  as  follows  : — 

(1)  In  the  case  of  an  Unlimited  Partnersliip,  the  liability  of  each 

member  of  the  firm  for  the  debts  of  the  firm  is  unlimited;  whereas 
in  the  case  of  a  Company,  the  liability  of  each  shareholder  is 
limited  to  the  nominal  amount  of  his  shares,  and  if  such  shares 
are  fully  paid  up  he  is  subject  to  no  further  liability. 

(2)  Li  the  case  of  a  Partnership,  the  number  of  partners  is  limited 

to  20,  except  in  the  case  of  a  private  banking  concern,  where 
the  number  is  limited  to  10  ;  whereas  in  the  case  of  a  Company 
the  number  of  shareholders  is  only  liniited  by  the  number  of 
shares  authorized  and  issued.  At  the  same  time  there  must  not 
be  less  than  seven  shareholders,  except  in  the  case  of  Private 
Companies,  where  the  minimum  number  of  members  is  two. 
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(3)  If  in  a  partnership  the  legal  number  of  partners  is  exceeded, 

the  Association  is  an  illegal  one,  and,  although  it  does  not  affect 
the  question  of  their  liability,  seeing  that  this  was  unlimited 
in  the  first  instance,  they  cannot  take  action  for  the  recovery 
of  debts,  although  they  are  capable  of  being  sued.  In  the 
case  of  a  Public  Company,  if  the  number  sinks  below  seven 
this  is  good  ground  for  the  presentation  of  a  petition  for  winding 
up,  but  as  regards  the  liability  of  the  members,  six  months' 
gi'ace  is  given,  and  after  this  time  has  expired  all  those  members 
cognisant  of  the  fact  that  the  number  has  sunk  below  seven 
are  liable  for  the  whole  of  the  debts  of  the  Company  contracted 
after  the  expiration  of  the  six  months. 

(4)  In  the  case  of  an  Unlimited  Partnership,  each  individual  member 

can  presumably  manage  the  business,  and  can  legally  bind 
the  firm  by  his  actions  with  the  outside  world  ;  whereas  in  the 
case  of  a  Company,  the  rights  of  management  are  delegated 
to  a  certain  number  of  the  shareholders  called  directors,  who 
alone  can  bind  the  Company. 

(5)  In  the  case  of  a  Partnership,  each  partner  is  entitled  to  have 

access  to  the  books  and  accounts  of  the  firm  ;  whereas  in  the 
case  of  a  Company,  the  right  of  the  members  to  inspection 
depends  on  the  Articles,  with  the  exception  of  the  books  open 
for  inspection  by  Statute. 

(6)  In  the  case  of  a  Partnership,  the  rights  of  the  partners  between 

themselves  are  governed  by  mutual  agreement,  and  generally 
by  a  Deed  of  Partnership,  which  can  be  varied  by  mutual  agree- 
ment. In  the  case  of  a  Company,  the  powers,  which  cannot 
be  altered  without  consent  of  the  Court,  are  defined  by  the 
Memorandum  ;  and  the  powers  and  duties  of  the  directors  carry- 
ing on  the  business  are  defined  by  the  Articles,  which  can  only 
be  altered  by  special  resolution  of  the  Company  in  general 
meeting. 

(7)  A  Partnership  is  subject  to  the  general  provisions  of  the  Partner- 

ship Act,  1890,  which,  however,  can  be  varied  by  mutual 
agreement ;  a  Company  is  governed  by  the  Companies  Act, 
which  cannot  be  varied  legally  by  the  Company. 


§§  1-2.]  COMPANY   ACJCOUNTS,  153 

(8)  The  capital  of  a  Partnership  is  contributed  by   the  partners 

according  to  agreement,  and  is  not  necessarily  fixed  in  amount, 
being  frequently  increased  by  undrawn  profits,  or  reduced  by 
losses  sustained ;  whereas  in  the  case  of  a  Company,  the 
authorized  capital  is  fixed  by  the  Memorandum,  and  cannot 
be  reduced  without  leave  of  the  Coiu-t,  except  in  certain  cases, 
nor  increased  except  in  the  manner  provided  by  Statute. 

(9)  In  the  case  of  a  private  firm,  an  annual  audit  is  not  compulsory, 

whereas  it  is  in  the  case  of  a  Company. 

(10)  A  Partnership  is  not  regarded  by  the  Law  as  a  distinct  entity 

apart  from  the  persons  composing  it,  whereas  a  Company  is 
so  regarded. 

(11)  The  profits  earned  by  a  Partnership  are  not  subject  to  Cor- 

poration Profits  Tax. 

§  2. — Private  Companies. 

A  Private  Company  is  defined  by  the  Companies  (Consolidation) 
Act,  1908,   §   121,  as  amended  by  the  Companies  Act,  1913,   §  2,  as 

follows  : — 

A  Company  which  by  its  Articles — 

(a)  Restricts  the  right  to  transfer  its  shares ;  and 

(b)  Limits  the  number  of  its  members  (exclusive  of  persons  who 

are  in  the  employment  of  the  Company  and  of  persons  who 
having  been  formerly  in  the  employment  of  the  Company,  were 
while  in  such  employment  and  have  continued  after  the 
determination  of  such  employment  to  be  members  of  the 
Company)  to  50 ;  and 

(c)  Prohibits   any   invitation   to  the   public   to   subscribe   for   any 

shares  or  debentures  of  the  Company. 

If  default  is  made  in  complying  with  any  of  these  provisions  the 
Company  will  cease  to  be  entitled  to  the  privileges  and  exemptions 
conferred  on  Private  Companies. 

Wherever  in  the  Companies  Acts  a  minimum  of  seven  members  is 
required,  only  two  members  shall  be  required  in  the  ease  of  a  Private 

Company. 
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Certain  privileges  are  accorded  to  Private  Companies  as  follows  : — 

(1)  They  are  not  obhged  to  file  a  Prospectus,  or  a  Statement  in 

lieu  of  a  Prospectus,  with  the  Registrar  of  Joint  Stock  Companies. 

(2)  They  are  not  obliged  to  file  or  include  a  statement  in  the  form 

of  a  Balance  Sheet  with  the  Summary  filed  with  the  Registrar 
under  §  26  of  the  Companies  (Consolidation)  Act,  1908. 

(3)  They  are  not  obhged  to  forward  to  the  members  or  to  file  the 

Statutory  Report  under  §  65  of  the  Companies  (Consolidation) 
Act,  1908. 

(4)  The  right  given  to  holders  of  preference  shares  and  debentures 

in  PubHc  Companies  under  §  114  of  the  Companies  (Consohda- 
tion)  Act,  1908,  to  receive  and  inspect  the  Balance  Sheets  of 
the  Company  and  the  Reports  of  the  Auditors,  &c.,  does  not 
apply. 

(5)  The  minimum  number  of  members  may  be  two  instead  of  seven. 

(6)  The  Company  can  commence  business  as  soon  as  it  is  incorporated, 

without  waiting  for  the  certificate  entitling  it  to  commence 
business. 

(7)  The   restrictions    on   appointment    of   directors    and   allotment 

of  shares  do  not  apply. 

Every  Private  Company  must  send  with  the  Annual  Summary  a 
Certificate  showing  that  it  has  not  issued  any  invitation  to  the  public 
to  take  Shares  or  Debentures,  and  that  the  legal  number  of  Members 
has  not  been  exceeded. 

§3. — The  Memorandum  and  Articles  of  Association. 

This  is  the  term  given  to  the  documents  forming  the  constitution 
of  a  Company,  and  defining  its  objects  and  powers. 

(a)  The  Memorandum  contains  five  clauses — 

(1)  Name  of  Company. 

(2)  The  situation  of  registered  office. 

(3)  The  objects  of  the  Company. 

(4)  A  declaration  that  the  liability  of  the  members  is  limited. 

(5)  The  amount  of  capital,  and  the  shares  into  which  it  is  divided. 
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This  Memorandum  must  be  signed  by  the  signatories  of  the 
Company,  these  being  seven  in  number,  holding  not  less  than 
one  share  each,  or  in  the  case  of  Private  Companies  two  in 
number. 

(b)  The  Articles  contain  the  rules  and  regulations  for  conducting 
the  business  of  the  Company,  and  define  the  powers  and  duties 
of  the  Directors.     The  principal  clauses  wUl  be  as  follows  : — 

(1)  A  declaration  as  to    how  far  the  provisions  of  Table  A 

apply,  or  whether  they  are  expressly  excluded.  In  so 
far  as  the  Articles  do  not  exclude  or  modify  the  regulations 
in  Table  A,  the  same  apply  as  far  as  they  are  applicable. 

Table  A  is  a  model  set  of  Articles  which  have  to  be 
adopted  by  any  Company  not  having  Articles  of  its  own. 
The  original  Table  A  applies  only  to  Companies  registered 
before  1st  October,  1906  ;  the  revised  Table  A  applies  to 
any  Company  registered  subsequently,  and  any  Company 
working  under  the  original  Table  A  adopting  it  by  special 
resolution.  The  present  form  of  the  revised  Table  forms 
an  Appendix  to  the  Companies  (Consolidation)  Act,  1908. 

(2)  A   recital    of   the    basis    on    which    the    Company   is   con- 

stituted. 

(3)  The  regulations  as  to  the  issue  of  capital,  minimum  sub- 

scription, payment  of  underwriting  commission,  &c. 

(4)  Making  calls. 

(5)  Holding,  transferring  and  transmission  of  si i ares. 

(6)  Loans  on  and  forfeiture  and  surrender  of  sliares. 

(7)  Procedure  of  general  meetings. 

(8)  Votes  of  members. 

(9)  Directors — their  number,  remuneration,  qualification,  rota- 

tion, disqualification  and  removal. 

(10)  Appointment  and  powers  of  managing  directors. 

(11)  Proceedings  and  powers  of  the  Board. 

(12)  Accounts  and  audit. 

(13)  Dividends  and  reserves. 

(14)  Notices  to  members. 

(15)  Rights  of  shareholders  inter  sp. 
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§4.— The  Statutory  Books  and  Returns 

(a)   The  Register  of  Members. 

This  book  is  required  under  §  25  of  the  Companies  (Consohdation) 
Act,  1908,  which  provides  as  follows  : — 

25. — (1)  Every  Company  shall  keep  in  one  or  more  books  a  Register  of  its  Members,  and 
enter  therein  the  following  particulars  : — 

(i)  The  names  and  addresses,  and  the  occupations,  if  any,  of  the  members,  and  in 
the  case  of  a  Company  having  a  share  capital  a  statement  of  the  shares  held  by 
each  member,  distinguishing  each  share  by  its  number,  and  of  the  amount  paid 
or  agreed  to  be  considered  as  paid  on  the  shares  of  each  member ; 

(ii)  The  date  at  which  each  person  was  entered  in  the  Register  as  a  member  ; 

(iii)  The  date  at  which  any  person  ceased  to  be  a  member. 

The  Annual  List  and  Summary  referred  to  below  must  also  be  con- 
tained in  a  separate  part  of  the  Register  of  Members. 


(b)   The  Register  of  Mortgages. 

This  book  is  required  under  §  100  of  the  Companies  (Consolidation) 
Act,  1908,  which  provides  as  follows  : — 

100. — (1)  Every  Limited  Company  shall  keep  a  register  of  mortgages  and  enter  therein 
all  mortgages  and  charges  specifically  affecting  property  of  the  Company,  giving  in  each  case 
a  short  description  of  the  property  mortgaged  or  charged,  the  amount  of  the  mortgage  or 
charge,  and  (except  in  the  case  of  securities  to  bearer)  the  names  of  the  mortgagees  or  persons 
entitled  thereto. 

This  book  must  be  open  to  inspection  by  any  creditor  or  member 
of  the  Company  at  all  reasonable  times  without  charge,  and  to  any  other 
person  on  payment  of  a  fee  not  exceeding  one  shilling. 

The  following  is  the  usual  form  of  this  book  : — 


ILLUSTRATION- 


REGISTER   OF  MORTGAGES. 


Date  of 
Charge. 


Name  and  Address 
of  Mortgagee. 


Short  Particulars  of 
Property  Charg«^d. 


Amount  of 
Charge. 


llemarks. 
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(c)   Annual   List  of  Members  and  Summary. 

This  return  is  required  under  §  26  of  the  Companies  (Consohdation) 
Act,  1908,  which  provides  as  follows  : — 

26. — (1)  Every  Company  having  a  share  capital  shall  once  at  least  in  every  year  make 
a  list  of  all  persons  who,  on  the  fourteenth  day  after  the  first  or  only  ordinary  general  meeting 
in  the  year,  are  members  of  the  Company,  and  of  all  persons  who  have  ceased  to  be  members 
since  the  date  of  the  last  return  or  (in  the  case  of  the  first  return)  of  the  incorporation  of  the 
Company. 

(2)  The  list  must  state  the  names,  addresses,  and  occupations  of  all  the  past  and  present 
members  therein  mentioned,  and  the  number  of  shares  held  by  each  of  the  existing  membere 
at  the  date  of  the  return,  specifying  shares  transferred  since  the  dato  of  the  last  return  or  (in 
the  case  of  the  first  return)  of  the  incorporation  of  the  Company  by  persons  who  are  still 
members  and  have  ceased  to  be  members  respectively  and  the  dates  of  re-gistrat ion  of  the 
transfers,  and  must  contain  a  summary  distinguishing  between  shares  issued  for  cash  and 
shares  issued  as  fuUy  or  partly  paid  up  otherwise  than  in  cash,  and  specifying  the  following 
particulars  : — 

(a)  The  amount  of  the  share  capital  of  the  Company,  and  the  number  of  shares 
into  which  it  is  divided  ; 

(6)  The  number  of  shares  taken  from  the  commencement  of  the  Company  up  to  the 
date  of  the  return  ; 

(c)  The  amount  called  up  on  each  share  ; 

{d)  The  total  amount  of  calls  received  ; 

{e)  The  total  amount  of  calls  unpaid  ; 

(/)  The  total  amount  of  the  sums  (if  any)  paid  by  way  of  commission  in  rwpect  of 
any  shares  or  debentures,  or  allowed  by  way  of  discount  in  respect  of  any 
debentures,  since  the  date  of  the  last  return  ; 

ig)  The  total  number  of  shares  forfeited  ; 

{h)  The  total  amount  of  shares  or  stock  for  which  share  warrants  are  outstanding 
at  the  date  of  the  return  ; 

(»)  The  total  amount  of  share  warrants  issued  and  surrendered  respectively  since 
the  date  of  the  last  return  ; 

{k)  The  number  of  shares  or  amount  of  stock  comprised  in  each  share  warrant ; 

{I)  The  names  and  addresses  of  the  persons  who  at  the  date  of  the  return  are  the 
directors  of  the  Company,  or  occupy  the  position  of  directors,  by  whatever 
name  called  ;    and 

(m)  The  total  amount  of  debt  due  from  the  Company  in  respect  of  all  mortgages  and 
charges  which  are  required  (or,  in  the  case  of  a  Company  registered  in  Scotland, 
which,  if  the  Company  had  been  registered  in  England,  would  be  required)  to 
be  registered  with  the  Registrar  of  Companies  under  this  Act,  or  which  would 
have  been  required  so  to  be  registered  if  created  after  the  first  day  of  July, 
nineteen  hundred  and  eight. 

(3)  The  summary  must  also  (except  where  the  Company  is  a  private  Company)  include 
a  statement  made  up  to  such  date  as  may  be  specified  in  the  statement,  in  the  form  of  a 
balance  sheet,  audited  by  the  Company's  auditors,  and  containing  a  summary  of  its  share 
capital,  ite  liabilities,  and  its  asseU,  giving  such  particulara  as  will  disclose  the  genera]  nature 
of  those  liabilities  and  assess,  and  how  the  values  of  the  fixed  asteUi  have  been  arrired  at.  but 
the  balance  sheet  need  not  include  a  statement  of  profit  and  loss. 
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(4)  The  above  list  and  summary  must  be  contained  in  a  separate  part  of  the  register 
of  members,  and  must  be  completed  within  seven  days  after  the  fourteenth  day  aforesaid, 
and  the  Company  must  forthwith  forward  to  the  Registrar  of  Companies  a  copy  signed  by 
the  manager  or  by  the  secretary  of  the  Company. 


The  following  is  the  Statutory  form  of  this  Summary 


Summary  of  Share  Capital  and  Shares  of  the 

made  up  to  the  day  of  19 

day  after  the  date  of  the  first  ordinary  general  meeting  in  19 


Company,  Limited, 
(being  the  fourteenth 


Nominal  share  capital  £ 


divided  into 


•1 


shares  of  £ 
shares  of  £ 


shares 

..  £ 

shares 

..  £ 

shares 

..  £ 

Total  number  of  shares  taken  up*  to  the  / 

day  of  19  (which  number  \ 

must  agree  with  the  total  shown  in  the  list  as  y 
held  by  existing  members).  (^ 

Number  of  shares  issued  subject  to  payment  wholly  in  cash 

Number  of  shares  issued  as  fully  paid  up  otherwise  than  in  cash 

Number  of  shares  issued  as  partly  paid  up  to  the  extent  of 
per  share  otherwise  than  in  cash 

t  There  has  been  called  up  on  each  of 

There  has  been  called  up  on  each  of 

t  There  has  been  called  up  on  each  of 

X  Total  amount  of  calls  received,  including  payments  on  application  and 
allotment    . . 

Total  amount  (if  any)  agreed  to  be  considered  as  paid  on  shares 

which  have  been  issued  as  fully  paid  up  otherwise  than  in  cash 

Total  amount  (if  any)  agreed  to  be  considered  as  paid  on  shares 

which  have  been  issued  as  partly  paid  up  to  the  extent  of 
per  share    . . 

Total  amount  of  calls  unpaid 

Total  amount  (if  any)  of  sums  paid  by  way  of  commission  in  respect  of 
shares  or  debentures  or  allowed  by  way  of  discount  since  date  of 
last  summary 

Total  amount  (if  any)  paid  on  §  shares  forfeited 

Total  amount  of  shares  and  stock  for  which  share  warrants  are  out- 
standing 

Total  amount  of  share  warrants  issued  and  surrendered  respectively 
since  date  of  last  summary 

Number  of  shares  or  amount  of  stock  comprised  in  each  share  warrant 


each, 
each 
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Total  amount  of  debt  due  from  the  Company  in  respect  of  all  mortgages 
and  charges  which  are  required  (or,  in  the  case  of  a  Company 
registered  in  Scotland,  which,  if  the  Company  had  been  registered 
in  England,  would  be  required)  to  be  registered  with  the  Registrar 
of  Companies,  or  which  would  require  registration  if  created  after 
the  first  day  of  July,  nineteen  hundred  and  eight  . .     £ 


Statement  in  the  form  of  a  balance  sheet  made  up  to  the  day  of 

containing  the  particulars  of  the  capital,  liabilities,  and  assets  of  the  Company. 


19 


*  When  there  are  shares  of  different  khids  or  amotmts  [e.g.  Preference  and  Ordinary,  or  £10  or  £5)  itate  tlie  Bombm 
Qominal  values  separately. 

t  Where  various  amounts  have  been  called,  or  there  are  shares  of  different  kinds,  state  them  separmtely. 

t  Include  what  has  been  received  on  forfeited  as  well  as  on  existing  shares. 

§  State  the  aggregate  number  of  shares  forfeited  (if  any). 

The  return  must  be  signed  at  the  end  by  the  manager  or  secretary  of  the  Company. 


Presented  for  filing  by 


List  of  Persons  holding  shares  in  the  Company,  Limited,  on 

the  day  of  19        ,  and  of  persons  who  have  held 

shares  therein  at  any  time  since  the  date  of  the  last  return,  showing  their  names  and 
addresses  and  an  account  of  the  shares  so  held. 


Naxxs,  Avbbvmm,  awd 

OCCCPATIOKB. 

Aococrr  or  Sa 

IBBS. 

Kolio  in 
Register 

oontaKog 
FMioiilMs. 

Sorname. 

Chrla- 

tian 

Name. 

Ad- 

dreaa. 

Ooen- 
Dfttkm. 

•Numb 
of 

Shares 
held  by 
eziaiing 
Mwabara 

Aidau 

X  ParticuUra  of  Shares 

traniiferred  ainoe  tba 

Date  of  the  laai  Itotam 

•till  Membera. 

tPatUcnlaniorSharM 
traQ»r«n«d  tAuf  Uw 

hy  FMMM  who  tev«       «•«»»•«»• 

OMMdlOliaMMbM*. 

bw"' 

Daitof 

Una* 
bMr.t 

DMtoff 

! 
1 

1 

I 

i 

«  The  aarvgat^  nvmber  of  sharaa  bcM,  and  nut  the  dMlocUva  nambrra.  most  ba  sUtcd,  and  Uw  ootaaa 
up  throngboST ao  aa  to  make  om  total  to  agraa  vltJi  that  itAtad  In  the  aommanr  to  haw  bew  tafc«  «|». 


■mat  be  addisl 


t  Whan  the  sh«r«a  araof  dUlarwt 
tranrferrad  may  be  ahowa  s«p«r»tcly. 

I  The  date  p(  r 
ol  tlia  umnaicrca  may 


I  The  date  of  refistralteii  of  each  tr 
parUculars  ahoald  be  jplaead  oppoalta 
ha  tnuMfcrca  may  ba  hiaartfad  in  tha  * 
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Names  and  Addresses  of  the  persons  who  are  the  Directors  of  the  Limited, 

on  the  day  of  19         . 


Names. 


Addreeses. 


Note.-  -Banking  Companies  must  add  a  list  of  all  their  places  of  business. 

( Signature) 

(State  whether  manager  or  secretary) 


(d)  Minute  Books. 

Minutes  of  all  meetings  of  Shareholders  and  Directors  are  required 
to  be  entered  in  books  under  §  71  of  the  Companies  (Consolidation)  Act, 
1908,  which  provides  as  follows  : — 

71. — (I)  Every  Company  shall  cause  minutes  of  all  proceedings  of  general  meetings 
and  (where  there  are  directors  or  managers)  of  its  directors  or  managers  to  be  entered  in  books 
kept  for  that  purpose. 

(2)  Any  such  minute,  if  purporting  to  be  signed  by  the  chairman  of  the  meeting  at  which 
the  proceedings  were  had,  or  by  the  chairman  of  the  next  succeeding  meeting,  shall  be  evidence 
of  the  proceedings. 


(e)  Register  of  Directors  and  Managers. 

This  book  is  required  under  §  75  of  the  Companies  (Consolidation) 
Act,  1908,  which  provides  as  follows  : — 

75.— (1)  Every  Company  shall  keep  at  its  registered  office  a  register  containing  the 
names  and  addresses  and  the  occupations  of  its  directors  or  managers,  and  send  to  the  Registrar 
oi  Companies  a  copy  thereof,  and  from  time  to  time  notify  to  the  Eegistrar  any  change  among 
its  directors  or  managers. 
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(I)  The  Directors'  Report  for  the  Statutory  Meeting. 

The  Statutory  Meeting  of  a  Company  must  be  held  not  less  than 
one  month  nor  more  than  three  months  after  the  Company  is  entitled  to 
commence  business.  A  Statutory  Report  must  be  prepared,  to  be  laid 
before  the  meeting  in  the  case  of  all  Companies  other  than  private 
companies,  and  this  must,  seven  days  before  the  date  fixed  for  the  holding 
of  the  meeting,  be  forwarded  to  every  member  of  the  Company,  and 
every  other  person  entitled  to  receive  it,  t.^.,  preference  shareholders  and 
debenture  holders.  A  copy  must  also  be  filed  with  the  Registrar  of 
Joint  Stock  Companies. 

The  Report,  which  must  be  certified  by  not  less  than  two  Directors 
or  by  the  sole  Director,  if  there  is  only  one,  must  show  : — 

(a)  The   total    number   of   shares   allotted,    distinguishing   shares 

allotted  as  fully  or  partly  paid  up  otherwise  than  in  cash,  and 
stating  in  the  case  of  shares  partly  paid  up  the  extent  to 
which  they  are  so  paid  up,  and  in  either  case  the  consideration 
for  which  they  have  been  allotted; 

(b)  The  total  amount  of  cash  received  by  the  Company  in  respect 

of  all  the  shares  allotted,  distinguished  as  aforesaid; 

(c)  An  abstract  of  the  receipts  of  the  Company  on  account  of  its 

capital,  whether  from  shares  or  debentures,  and  of  the  payments 
made  thereout,  up  to  a  date  within  seven  days  of  the  date  of 
the  report,  exhibiting  under  distinctive  headings  the  receipts 
of  the  Company  from  shares  and  debentures  and  other  sources, 
the  payments  made  thereout,  and  particulars  concerning  the 
balance  remaining  in  hand,  and  an  account  or  estimate  of  the 
preliminary  expenses  of  the  Company; 

(d)  The  names,  addresses  and  descriptions  of  the  Directors,  Auditors 

(if  any).  Managers  (if  any),  and  Seci*etary  of  the  Company; 
and 

(e)  The  particulars  of  any  contract,  the  modification  of  which  is  to 

be  submitted  to  the  meeting  for  its  approval,  together  with  the 
particulars  of  the  modification,  or  proposed  modification. 
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The  first  three  of  these  clauses,  except  the  account  or  estimate  of 
preliminary  expenses,  must  be  certified  as  correct  by  the  Auditors  of 
the  Company  (if  any). 


ILLUSTRATION- 

The  Explorations  Trust,  Limited  (directors,  H.  Martin,  J.  Williams,  and  J.  Smithson ; 
secretary,  T.  Mason;  auditors,  Gilbertson  &  Co.),  was  entitled  to  commence  business  on  1st 
AprU,  1920. 

80,000  shares  of  10s.  each  had  been  applied  for  and  duly  allotted,  and  2s.  6d.  per  share 
payable  on  application,  with  2s.  6d.  per  share  payable  on  allotment,  had  been  received  by  the 
Company.  An  additional  10,000  shares  were,  under  the  purchase  agreement,  allotted  to  the 
vendors  as  fully-paid. 


Prepare  the  statutory  report  necessary  under  §  65  of  the  Companies  (Consolidation)  Act, 


1908. 


The  following  payments  had  been  made  prior  to  the  date  of  the  report,  viz. :  — 

£       s.  d. 
On  Account  of  Preliminary  Expenses  ...         ...         ...         ...         2,500     0     0 

Investments  10,000     0     0 

Directors'  Fees,  &c 250     0     0 

Printing  and  Stationery,  Postages  and  Sundries 45     0     0 

And  the  balance  of  Cash  in  hand  is  at  Glyn's  Bank  on  Deposit  and  Current  Account. 
The  Preliminary  Expenses  are  estimated  in  the  prospectus  at  £3,500. 


THE     COMPANIES     (CONSOLIDATION)    ACT      1908. 


REPORT 

(Pursuant  to  Section  65  of  The  Companies  (Consolidation)  Act,  1908) 

OF 
THE     EXPLORATIONS  TRUST,     LIMITED. 

To  be  certified  by  not  less  than  two  Directors,  or  by  the  Sole  Director  and  Manager  where  there  is  only  one,  and 
forwarded  at  least  seven  days  before  the  Statutory  Meeting  to  every  Member  and  Debenture  Holder  of  the  Company, 
and  to  be  filed  with  the  Registrar  of  Companies  lorlhwith  after  it  is  so  forwarded-.  Section  65,  Sub-sections  2,  3,  and 
5,  and  Section  114  of  The  Compauies  (Consolidation)  Act,  1908. 

(a)  The  total  number  of  shares  allotted  is  9(j,000,  of  which  10,000  are  allotted  as  fully  paid  up  in  consideration 
of  {as  per  purchase  agreement),  and  upon  each  of  the  remaining  shares  the  sum  of  5s.  has  been  paid  in  cash. 

(b)  The  total  amount  of  cash  received  by  the  Company  in  respect  of  the  shares  issued  wholly  for  cash  is  £20,000 

(c)  The  Receipts  and  Payments  of  the  Company  on  Capital  Account  to  20th  June,  1920,  are  as  follow  :— 


Particulars  of  Receipts. 

Particulars  of  Payments 

To  Amount  Received  on  Application  and 
Allotment  of  80,000  Shares..      .. 

.       ».<L 
20,000     0     0 

By  Preliminary  Expenses 

„    Investments 

„    Directors'  Fees 

„    Printing,  Stationery,  &c 

„    Balance    on    Deposit    and    Current 
Account  at  Glyn's  Bank  .. 

£         8.    d. 

2,500     0     0 

10,000     0     0 

250     0     0 

45     0     0 

7,205     0     0 

£20,000     0     0 

£20,000     0     0 
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Estimated  at. 


£      a.  <i. 
S.&00     0     o 


id)  Names,  Addresses  and  Descxiptions  of  the  Directors.  Auditors  (if  any),  Wm«>|p>«*  (it  any),  and  Secretary  of 

the  Company. 

DIRECTORS. 


Surname. 


Christian  Name. 


Address. 


Martin 

Williams. 

Smithson 


Henry  . . 
John  ■ . 
James  . . 


AUDITORS. 

Surname. 

Cbristlaa  Name. 

Address. 

DeMriptlnn. 

flUbertaon  A  Co. 

1CANA0EB8. 


Surname. 


Christian  Name. 


Address. 


DeMriptloo. 


BBCRETARY. 

Surname. 

ChrisUan  Name. 

Address.                                      Descripttoo. 

Mason 

Thomas 

(«)  Particulars  of  any  Contract  the  modification  of  which  is  to  be  sabmitted  to  the  Meeting  for  Its  approval, 
togrthwr  with  the  particulars  of  the  modifloation  or  proposed  modifloatkm. 


W«  hareby  OtftUy  this  Report, 

II.  MARTIN. 
J.  WILLUM8. 

We  bsraby  eerttfy  thai  so  much  of  this  Report  as  rdatos  to  Uie  shares  aUott«l  by  the  Company  and  to  the  0Mb 
reeelTed  in  respect  of  such  sharea  and  to  the  reeeipta  and  paymanta  of  the  Company  on  Capltnl  Aoooont  Is  oocfMl^ 

0CLBERT80K  A  CO. 
Dated  the  tlst  day  of  June.  IMO. 


Note. 

It  18  doubtful  whether  Revenue  items  need  be  included  in  the  partiouUra  of  ReoeipU  and 
PajtnonU.  but  it  ii  the  more  uiual  couree  to  include  them  in  order  that  the  exact  Oaah  balance 

may  be  shewn. 

l2 
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§  5,_The  Various  Classes  of  Share  Capital. 

The  share  capital  of  a  Company  is  frequently  divided  into  different 
classes,  of  which  the  following  are  the  most  usual : — 

(a)  Preference  Shares. 

These  may  be  either  Simple  or  Cumulative,  The  former  only  carry 
right  to  a  fixed  dividend  out  of  the  profits  of  any  year,  and  if  there  are 
insufficient  profits  in  that  year  to  pay  the  full  amount  of  dividend,  they 
have  no  right  to  have  such  arrears  made  up  out  of  future  profits.  They 
may  or  may  not  have  a  right  in  respect  to  repayment  of  Capital  in 
priority  to  other  classes  of  shares  in  the  event  of  liquidation. 

Cumulative  Preference  Shares  entitle  the  holders  to  a  fixed  rate 
of  dividend  in  the  same  way  as  Simple  Preference  Shares,  but  with  the 
additional  right  that  any  arrears  of  dividend  shall  be  made  up  out  of 
future  profits  in  priority  to  any  dividends  on  other  classes  of  shares. 

The  rights  of  Preference  Shareholders  are  entirely  governed  by 
the  Memorandum  and  Articles  of  Association,  and  there  are  many  other 
varieties  than  the  two  enumerated  above  ;  such  as,  for  example,  those 
giving  a  right  to  participate  in  further  dividends  after  the  Ordinary 
Shares  have  received  a  certain  rate  per  cent.  It  should  be  remembered 
that,  in  the  absence  of  express  provision  in  the  Articles  to  the  contrary, 
Preference  Shares  are  Cumulative,  and  are  entitled  to  rank  'pari  passu 
with  other  classes  of  shares  in  the  division  of  a  capital  surplus  on  liquida- 
tion, whether  or  not  they  have  priority  as  to  repayment  of  Capital. 

<b)  Ordinary  Shares. 

Ordinary  Shares  are  those  taking  the  surplus  profits  remaining 
after  satisfaction  of  prior  interests  (if  any). 

These  may  be  divided  as  between  Preferred  and  Deferred  Ordinary 
Shares,  the  former  having  a  preferential  right  to  a  fixed  rate  of  dividend 
over  the  latter,  while  the  latter  frequently  have  a  right  to  the  whole, 
or  a  proportion  of  the  surplus  profits  after  the  provision  of  dividends 
on  other  classes  of  shares. 


§§5-6.]  COMPANY  ACXJOUNTS.  165 

(c)  Founders*  Shares  or  Deferred  Shares. 

These  shares  are  usually  limited  in  number,  and  are  sonietimee 
issued  fully  paid  to  the  original  vendors  or  their  nominees,  in  con- 
sideration either  of  part  of  the  purchase  price  or  of  services  connected 
with  the  formation  of  the  Company.  Generally  they  only  rank  for 
dividend  after  other  classes  of  shares  have  received  certain  rates  of 
dividend,  wlieii  they  are  then  entitled  to  the  whole  or  a  portion  of  the 
Surplus  Profits. 

(d)  The  distinction  between  Stock  and  Shares. 

The  chief  differences  are  as  follows  :— 

(a)  Stock   must   be  fully   paid   up,   whereas   Shares  need  only  be 

partly  paid  up. 

(b)  Stock  may  be  issued  or  transferred  in  fractional  parts;  Shares 

cannot  be  divided  below  the  nominal  value  of  each  Share. 

(c)  Each    Share   is   distinguished    by   a    separate    number;     Stock 

possesses  no  numbers. 


§6.— The  Application  and  Allotment  of  Shares. 

(a)  Application  Letters. 

When  the  Directors  decide  to  issue  Shares,  forms  of  Application 
Letters  will  be  sent  out  to  those  i)ersons  who  are  considered  most  likely 
to  subscribe,  or  the  same  may  be  printed  at  the  foot  of  the  advertise* 
ments  of  the  Prospectus. 

In  the  great  majority  of  cases  subscribers  are  required  to  remit 
the  amount  payable  on  application  direct  to  the  Ck>mpany*8  Bankers,, 
who  issue  formal  receipts.  The  following  is  a  typical  form  of  Application 
Letter  with  Bankers'  Receipt  attached : — 


166  BOOK-KEEPING    AND    ACCOUNTS.  [Chap.  VIII. 

ILLUSTRATION- 

THE  TRADING   COMPANY,    Limited. 


FORM  OF  APPLICATION  FOR  PREFERENCE  SHARES. 


To  the  iJirectors  of 

THE  TRADING  COMPANY,   Limited. 

Gentlemen, 

Having  paid  to  the  Bankers  of  the  Company  the  sum  of  £ being 

a  deposit  of  Is.  per  Share  on  application  for Preference  Shares 

of  £1  each  in  the  above-named  Company,  I  request  you  to  allot  to  me  that  number  of 

Preference  Shares,  upon  the  terras  of  the  Company's  Prospectus  dated 

and  I  agree  to  accept  the  same  or  any  smaller  number  that  may  be  allotted  to  me,  and  I 
agree  to  pay  the  further  instalments  at  the  dates  and  as  provided  by  the  said  Prospectus, 
jind  I  authorise  you  to  register  me  as  the  holder  of  the  said  Preference  Shares. 


Note  : 
Please  wi*ite 

very 
distinctly. 


Name   (in  full) 

(Mr.,  Mrs.  or  Miss) 

Address  (in  full) 

Description .^,^ ......™„._ ,;. 

Signature ., 

Date 


All  Cheques  to  be  made  payable  to  the  Company's  Bankers.   A  separate  Cheque  should  accompany 

each  separate  Application. 

THE  TRADING  COMPANY,    Limited. 


BANKERS'    RECEIPT. 

No.  ============================== 

'^eceiveb  this day  of 19 , 

from. : _ 

for  the  credit  of  The  Trading  Company,  Limited,  the  sum  of  £ 

being  a  Deposit  of  Is.  per  Share  on  Preference  Shares  of    £1  each 

in  the  above-named  Company. 

For  the  general  banking  corporation,  limited. 


:S      £ 


Cashier. 


This  Receipt,  when  returned  from  the  Bankers,  to  be  preserved  by  the  Applicant  for  exchange  in 

due  course  for  Share  Certificate. 
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(b)  Application  and  Allotment  Book. 

Each  day  the  Company  will  obtain  from  the  Bank  the  Pass  Book 
and  Application  Letters,  and  these  will  be  entered  up  immediately  in 
an  Application  and  Allotment  Book,  a  form  of  wliich  is  as  follows : — 


ILLUSTRATION 


APPLICATION  AND  ALLOTMENT  BOOK. 


iiil 


NAME. 


ADDRESS. 


1^' 

o 
*-  — 

Oft 

?5* 


Allotmsvt. 


„  .'  Distinctive 
"^1%,      No.  of 
o'  g  S ,     Shares. 

A  QQ  2  I 

-Prcm    To 


i     ^ 


AnocifT  DcK  AVD  Paid 
ox  Allotxkht. 


Amount 


Dftte 
paid. 


CMh 
Book 


PcUo. 


Amoant 
paid 


lit  i  II 


frt     BS    ©t 


RBMABia 


Each  Application  Letter  will  be  numbered  in  consecutive  order 
as  received,  and  the  name,  address  and  description  of  the  Applicant, 
the  number  of  shares  applied  for,  and  the  amount  paid  on  application, 
will  be  entered  in  the  Application  and  Allotment  Book.  As  soon  as 
the  lists  are  closed,  and  it  is  ascertained  that  the  Minimum  Subscription 
has  been  reached,  the  Directors  will  proceed  to  allot  the  shares,  and 
Minutes  of  all  Allotments  will  appear  in  the  Directors'  Minute  Book. 
The  Application  and  Allotment  Book  should  be  also  initialled  by  one 
of  the  Directors  at  the  point  to  which  Allotments  have  been  made.  The 
number  of  shares  allotted  and  the  distinctive  numbers  of  such  shares, 
together  with  the  amount  payable  on  allotment,  will  be  entered  in  the 
columns  provided  for  that  purpose. 

(c)  Letters  of  Allotment  and  Reg^ret. 

Letters  of  Allotment  require  to  be  stamped.  If  the  amount  to  which 
the  letter  relates  is  under  £5,  the  duty  is  One  Penny,  otherwise  Sixpence. 
In  the  event  of  the  issue  being  over-subscribed,  or  if  for  any  other  reaaon 
applications  are  refused  or  only  allotted  in  part,  the  neoeaoary  particulars 
must  be  entered  in  the  columns  provided  for  that  purpose  in  the  Appli- 
cation and  Allotment  Book,  and  a  Letter  of  Regret  forwarded  to  the 
Applicant.    The  following  is  a  typical  form  of  an  Allotment  Letter : — 
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ILLUSTRATION- 


THE   TRADING  COMPANY,    Limited. 


LETTER     OF    ALLOTMENT. 


No.. 


London,  E.G.,  19 

Sir,  or  Mapam, 

In  accordance  with  your   application,   I    beg  to  inform  you  that  the   Directors 
have  allotted  to  you Shares  in  this  Company. 

The  total  amount  payable  on  the  above  Shares  upon  Appli- 
cation and  Allotment  is      ...  ...  ...  ...  ...     £ 

You  have  paid  on  application    ...  ...  ...  ...  ...     £ 

Leaving  still  to  be  paid  by  you ...  ...  ...  ...  ...     £ 

which  sum  is  now  due,  and  must  be  paid  to  the  Company's  Bankers,  The  General  Banking 
Corporation,  Limited,  London  Wall,  London,  E.C. 

I  am.  Sir,  or  Madam, 

Yours  faithfully. 

Secretary. 

To  


THIS    PORTION    TO    BE    RETAINED    BY    THE    BANKERS. 


THE  TRADING  COMPANY.    Limited. 


Bankers'  Receipt  for  Amount  payable  on  Allotment. 


No... 


'^eceiveb  this 

from 

the  sum   of  £ 


day  of 


19 


being         per  Share  payable  on  allotment 


of 


Shares  in  the  above  Com^pany. 
For  THE  GENERAL  BANKING  CORPORATION,  Limited, 


Cashier. 


N.B.— This  receipt  to  be  retained  by  tlie  Proprietor,  and  exchanged  for  Certificate  in  due  course. 
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(d)  Vendors*  and  Signatories*  Shares. 

The  shares  subscribed  for  by  the  Signatories  to  the  Memorandum 
and  Articles  of  Association  do  not  require  to  bo  specifically  allotted, 
but  should,  nevertheless,  be  entered  in  the  Application  and  Allotment 
Book  in  the  first  instance.  As  regards  shares  allotted  to  Vendors  and 
others,  for  a  consideration  other  than  cash,  when  these  are  allotted 
they  should  be  entered  in  the  AppUcation  and  Allotment  Book  on  a 
separate  sheet,  so  as  to  avoid  their  being  confused  with  Shares  Issued 
for  Cash.  When  shares  are  issued  to  Nominees  of  the  Vendor,  a  written 
authority  must  be  obtained  from  him,  authorizing  the  Company  to  allot 
to  such  Nominees,  and  containing  a  list  of  the  parties,  with  their  names, 
addresses  and  descriptions,  and  the  number  of  shares  to  be  allotted 
to  each. 

When  the  Pass  Book  is  received  from  the  Bankers  each  day,  the 
amounts  received  on  Application  and  Allotment  will  be  entered  in  the 
Cash  Book,  and  also  in  the  columns  provided  for  that  purpose  in  the 
Application  and  Allotment  Book.  The  details  each  day  will  be  inserted 
in  an  inner  column  of  the  Cash  Book,  and  the  totals  extended  into  the 
outer  column.  The  items  will  be  posted  in  detail  to  the  credit  of  the 
Shareholders'  Cash  Accounts  in  the  Share  Ledger,  and  in  total  to  the 
credit  of  the  Application  and  Allotment  Account  in  the  General  Ledger. 


(e)  Calls. 

In  some  cases  columns  are  provided  in  the  Application  and  Allot- 
ment Book  for  Calls,  but  it  is  more  usual  to  have  sepcu^ate  CcM  BookSf 
which  are  provided  with  columns  showing  the  amount  due,  and  the 
date  and  amount  of  payment.  Call  Letters  will  be  issued  with  forms 
of  Bankers'  Receipts  attached,  calls  being  payable  direct  to  the  Com- 
pany's Bankers,  in  the  same  way  as  amoimts  due  on  allotment. 

In  due  course  Certificates  will  be  made  out  and  issued  to  the  Share- 
holders in  exchange  for  their  Allotment  Letters  and  Bankers'  Itooeipts 
for  Application,  Allotment  and  Calls. 
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(f)  Return  of  Allotments. 

Under  §  88  of  the  Companies  (Consolidation)  Act,  1908,  whenever 
a  Company  Limited  by  Shares  makes  any  allotment  of  its  shares,  the 
Company  shall,  within  one  month  thereafter,  file  with  the  Registrar — 

(1)  A  return  of  the  allotments,  stating  the  number  and  nominal 

amount  of  the  shares  comprised  in  the  allotment,  the  names, 
addresses  and  descriptions  of  the  allottees,  and  the  amount 
(if  any)  paid  or  due  and  payable  on  each  share  ;   and 

(2)  In  the  case  of  shares  allotted  as  fully  or  partly  paid  up  otherwise 

than  in  cash,  a  contract  in  writing  constituting  the  title  of 
the  allottee  to  the  allotment,  or,  if  there  is  no  contract  in  writing 
a  statement  in  lieu  thereof,  together  Avith  any  contract  of  sale, 
or  for  services  or  other  consideration  in  respect  of  which  that 
allotment  was  made,  such  contracts  being  duly  stamped,  and 
a  return  stating  the  number  and  nominal  amount  of  shares  so 
allotted,  the  extent  to  which  they  are  to  be  treated  as  paid  up, 
and  the  consideration  for  which  they  have  been  allotted. 

If  default  is  made  in  complying  with  the  requirements  of  this  section, 
every  Director,  Manager,  Secretary  or  other  officer  of  the  Company 
who  is  knowingly  a  party  to  the  default  shall  be  liable  to  a  fine  not 
exceeding  fifty  pounds  for  every  day  during  which  the  default  continues. 


(g)  Journal  Entries  relating  to  the  Issue  of  Shares. 

Each  time  that  an  allotment  of  shares  is  made  an  entry  should 
be  made  in  the  Journal,  debiting  an  Application  and  Allotment  Account 
with  the  amount  payable  on  application  and  allotment  in  respect  of 
the  shares  so  allotted,  and  crediting  Share  Capital  Account,  reference 
being  made  to  the  Minutes  of  Allotment  and  to  the  pages  in  the  Appli- 
cation and  Allotment  Book,  where  the  details  are  shown.  If  more  than 
one  class  of  Capital  is  being  issued,  separate  accounts  must  be  opened 
in  the  ledger  for  each  class. 
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Similar  entries  must  be  made  debiting  the  Vendor  or  other  persons, 
and  crediting  Share  Capital,  in  respect  of  all  shares  issued  for  a  considera- 
tion  otlier  than  cash,  reference  being  made  to  the  Minutes  of  Allotment, 
and  to  the  contract  imder  which  the  shares  are  issued. 

When  calls  are  made,  an  entry  must  be  made  debiting  Call  Account 
and  crediting  Share  Capital  Account  with  the  total  amount  duo  in  respect 
of  the  call. 


(h)  Shares  issued  at  a  Premium. 

While  shares  cannot  be  issued  at  a  discount,  they  are  frequently 
issued  at  a  premium.  When  this  is  done,  the  premium  is  in  the  nature 
of  a  Capital  Receipt,  and  the  proceeds  thereof  should  be  retained  in  the 
business  for  use  as  working  capital,  or  specifically  invested.  Premiums 
should  not  be  treated  as  Revenue  Profits,  or  utilized  in  the  payment 
of  dividends,  although,  unless  the  Articles  state  otherwise,  there  is 
nothing  to  prevent  the  Company  doing  so.  They  may,  however,  be 
used  for  the  purpose  of  writing  off  fictitious  assets,  such  <<  preliminary 
expenses,  or  writing  down  Goodwill,  or  other  fixed  assets. 

The  premium  is  usually  made  payable  with  the  instalment  due 
on  allotment,  and  consequently  the  Journal  Entr>^  for  allotment  must 
contain  the  amount  in  respect  of  premium,  but  this  latter  portion  should 
not  be  credited  to  Share  Capital  Accomit,  but  direct  to  a  separate 
Premium  on  Shares  Account,  the  balance  of  which  may  subsequently 
be  transferred  to  General  Reserve  Accoimt. 

The  only  reason  why  shares  can  be  issued  at  a  Premium  is  because 
high  dividends  have  been  paid  on  shares  already  issued,  and  it  is  expected 
that  high  dividends  will  be  paid  on  the  shares  about  to  be  issued.  If, 
however,  the  premium  on  these  shares  is  distributed  as  dividend,  and 
only  the  nominal  value  retained  in  tlie  business  for  working  ca]MtAl, 
it  is  improbable  that  by  the  use  of  such  capital  the  high  rate  of  dividend 
previously  declared  will  be  earned  on  the  additional  shares  issued.  But 
of  course  this  argument  will  not  always  apply,  and  the  financial  policy 
to  be  adopted  must  be  determined  according  to  the  circumstances  of 
each  case. 
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ILLUSTRATION- 

On  30th  April,  1920,. a  Company  goes  to  allotment,  and  the  following  shares  are  allotted  : — 

80,000  Ordinary  Shares  of  £1  each; 

50,000  5  per  Cent.  Preference  Shares  of  £1  each, 
payable  as  follows  :   2s.  6d.  on  application,  2s.  6d.  on  allotment,  5s.  one  month  after  allotment, 
and  10s.  three  months  after  allotment.     The  Ordinary  Shares  are  issued  at  a  premium  of 
2s.  6d.  per  share,  payable  on  allotment.     Make  the  Journal  entries  recording  these  transactions. 

JOURNAL. 


1920. 
April  SO 

Application  and  Allotment  Account  (Ordinary  Shares)     . .         . .       Dr. 

To  Sundries- 
Ordinary  Sliare  Capital  Account 

Premium  on  Share  Account            

Being  2s.  6d.  on  application  and  5s.  on  allotment  (2s.  6d.  thereof 
being  premium)  on  80,000  Ordinary  Shares  of  £1  each,  allotted 
as  per  minute  of  this  date. 

£        8.  d.     1          £        8.  d. 
30,000     0     0     j 

1      20,000     0     0 
1      10,000     0     0 

£30,000     0     0      !    £31)  ,000     0     0 

1 

April  80 

Application  and  Allotment  Account  (Preference  Shares)  . .         . .       Dr. 

To  Preference  Share  Capital  Account           

Being  28.  6d.  on  application  and  2s.  6d.  on  allotment  of  50,000 
Preference  Shares  of  £1  each,  allotted  as  per  minute  of  this 
date. 

12,500     0     0 

12,500     0     0 

May  SI 

First  Call  Account  (Ordinary  Shares)           Dr. 

To  Ordinary  Share  Capital  Account 

Being  First  Call  of  5s.  on  80,000  Ordinary  Shares  of  £1  each. 

20,000     0     0 

20,000     0     0 

May  31 

First  Call  Account  (Preference  Shares)         . .         . .         . .         . ,       Dr. 

To  Preference  Share  Capital  Account 

Being  First  Call  of  5s.  on  50,000  Preference  Shares  of  £1  each. 

12,500     0     0 
40,000     0     0 

12,500     0     0 

July  31 

Final  Call  Account  (Ordinary  Shares)          Dr. 

To  Ordinary  Share  Capital  Account 

Being  Final  Call  of  10s.  on  80,000  Ordinary  Shares. 

40,000     0     0 

July  31 

Final  Call  Account  (Preference  Shares)        Dr. 

To  Preference  Share  Capital  Account 

Being  Final  Call  of  lOs.  on  50,000  Preference  Shares. 

25,000     0     0 

25,000     0     0 

§7.— The  Share  Books. 

(a)  The  Share  Ledger. 

This  book,  which  is  often  arranged  so  that  it  can  be  utilized  as  the 
Register  of  Members  required  to  be  kept  by  Statute,  as  previously 
mentioned,  contains  an  account  for  each  Shareholder,  showing  the 
number  of  shares  he  has  acquired,  the  number  he  has  transferred,  and 
the  balance  standing  in  his  name.  If  shares  are  issued  partly  paid  up, 
cash  columns  must  be  provided  to  record  the  payment  of  Calls.  As 
soon,  however,  as  the  shares  become  fully  paid,  the  cash  columns  will 
no  longer  be  necessary.  Where  there  are  different  classes  of  shares, 
there  must  either  be  separate  Share  Ledgers  for  each  class,  or  separate 
columns  must  be  provided  in  order  to  distinguish  between  the  various 
classes  of  shares  held  by  each  Member.  The  following  is  a  convenient 
form  of  ruHng  : — 
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JfoU  to  lUtutraium, 

The  amounts  payable  on  application  and  allotment  and  calls  by  each  Shareholder  will 
be  posted  from  the  Application  and  AUotment  and  Call  Books  to  the  debit  of  that  Shareholder's 
Caah  Account  in  the  Share  Ledger,  and  cash  received  from  him  in  respect  thereof  will  be  credited 
to  his  cash  account  in  the  Share  Ledger  from  the  Shareholders'  Cash  Book. 

The  debit  balance  (if  any)  on  the  cash  columns  of  the  Shareholder's  Account  in  the  Share 
Ledger  wUl  represent  the  amount  due  by  him  in  respect  of  calls,  &c.,  unpaid,  whereas  a  credit 
balance  will  represent  calls  paid  in  advance.  At  balancing  periods  the  balances  of  these  cash 
columns  will  be  extracted,  and  the  total  thereof  agreed  with  the  balance  of  the  Call  Accounts, 
representiiig  calls  in  arrear  or  calls  paid  in  advance. 

(b)  The  Register  of  Transfers. 

This  book  is  utilized  to  record  particulars  of  all  transfers  registered 
by  the  Company,  and  from  it  the  posting  will  be  made  into  the  Share 
Ledger.  In  some  cases  it  is  the  practice  to  dispense  altogether  with 
this  book,  the  transfers  themselves  being  filed,  and  the  postings  made 
direct  from  them  into  the  Share  Ledger.  This,  of  course,  saves  a  consider- 
able amount  of  labour,  and  possesses  the  possible  advantage  that  error 
is  less  likely  to  arise  since  the  posting  is  made  direct  from  the  original 
document,  instead  of  the  particulars  being  first  copied  into  a  subsidiary 
book.  At  the  same  time  the  absence  of  the  Register  is  inconvenient  for 
purposes  of  reference  and  check  on  the  transfer  fees  received.  It  is 
usual  for  the  Directors,  after  passing  the  transfers  to  any  given  date, 
to  initial  the  Transfer  Book  accordingly,  and  this  advantage  is  also 
lost  when  no  Register  is  kept. 

The  following  is  a  convenient  form  for  general  purposes  : — 


ILLUSTRATION 
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a 

II 


Transferor. 


Nitme. 


Address. 


Ill 


Distinctive 
Numbers. 


From 


To 


Transferee. 


Name. 


Address. 


o  o 


0)  o 


Remarks. 
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(c)  The  Share  Warrant  Register. 

It  is  a  coninion  practice  among  certain  Companies,  particularly 
those  who  have  foreign  Shareholders,  to  issue  Share  Warrants  to  Bearery 
instead  of  having  certificates  which  require  registration.  In  such  a 
case,  since  these  Share  Warrants  are  in  the  nature  of  negotiable  instru- 
ments,  a  precise  record  must  be  kept  of  all  those  printed,  and  of  all 
those  issued,  and  to  whom.  For  this  purpose  a  Share  Warrant  Register 
will  be  utilized,  to  show  to  whom  the  warrants  were  issued,  the  numbers 
of  such  waiTants,  and  the  distinctive  numbers  of  the  shares  to  which 
they  relate. 

Share  Warrants  can  only  be  issued  in  respect  of  shares  fully  paid  up. 


§8.— Preliminary  and  Formation  Expenses. 

This  is  the  term  given  to  the  expenses  incident  to  the  creation  and 
flotation  of  a  Company.     The  following  items  are  usually  foimd : — 

(1)  Stamp  duties  and  fees  on  the  Nominal  Capital,  and  stamps  on 

the  contracts  transferring  the  assets. 

(2)  The  law  costs  of  preparing  the  Prospectus,  Memorandum  and 

Articles  of  Association  and  Contracts,  and  of  the  Registration 
of  the  Company. 

(3)  Accountants'  and  Valuers'  Fees  for  Certificates,  &c. 

(4)  Printing  Memorandum  and  Articles  of  Association,  advertising 

and  issue  of  prospectuses. 

(5)  Underwriting  Commission,  and  Commission  on  placing  shares. 

(a)  Underwriting  Commission  is  the  amount  payable  to 
persons  who  undertake  to  subscribe  for  a  certain  number  of 
shares  in  the  event  of  the  public  not  taking  up  the  whole  of 
the  shares  offered.      An  underwriting  contract  is  therefore  in 
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the  nature  of  a  speculation.  If  the  public  respond  to  the  total 
extent  of  the  shares  offered,  the  underwriters  receive  their 
commission,  and  do  not  have  to  take  up  any  shares.  If  the 
public  only  partially  respond,  the  underwriters  have  to  take  up 
the  shares  not  subscribed  for  in  proportion  to  their  contracts. 
It  is  usual  for  the  underwTiters  to  make  formal  application 
for  the  shares  they  underwrite,  on  the  understanding  that 
allotments  will  be  made  only  to  the  extent  to  which  the  public 
do  not  apply. 

(b)  Commission  on  placing  shares  is  an  amount  payable  to 
parties  who  introduce  persons  to  the  Company  willing  to  become 
Members,  and  to  take  up  shares  accordingly.  This  commission, 
therefore,  dijBFers  from  Underwriting  Commission  in  so  far  as 
it  is  not  a  speculative  transaction,  and  is  only  paid  in  the  event 
of  Capital  being  introduced. 

These  payments  are  authorized  by  §  89  of  the  Companies 
(ConsoUdation)  Act,  1908.  The  amount  or  rate  per  cent,  of 
the  Commission  must  be  authorized  by  the  Articles  of  Associa- 
tion, and  disclosed  in  the  Prospectus,  or  the  Statement  required 
to  be  filed  with  the  Registrar  in  lieu  thereof,  and  in  any  invitation 
to  subscribe  for  shares  not  being  a  Prospectus. 

This  Commission  is  usually  payable  in  cash,  but  sometimes 
by  the  issue  of  fully  paid  shares,  or  partly  in  one  form  and 
partly  in  the  other. 

Under  §  90  of  the  Companies  (Consolidation)  Act,  1908, 
the  total  amount  of  this  Commission,  together  with  any  discount 
on  the  issue  of  Debentures,  or  so  much  thereof  as  has  not  been 
written  off,  must  be  stated  in  every  Balance  Sheet  until  the 
whole  amount  has  been  written  off. 

(6)  Brokerage  on  placing  Shares. 

This  is  an  amount  payable  to  Brokers  whose  clients  sub- 
scribe for  shares  in  the  Company  on  Application  Forms  Stamped 
with  the  Brokers'  Stamp. 
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(7)  Cost  of  printing  Share   Certificates,   &c.,   and  cost  of  original 
books. 

These  preliminary  and  formation  expenses  are  sometimes  borne 
entirely  by  the  Company,  and  sometimes  by  the  Vendors,  or  apportioned 
between  these  parties,  the  expenses  up  to  allotment  being  payable  by 
the  Vendors,  and  the  expenses  afterwards  by  the  Company.  Care  must 
be  taken  to  see  that  the  Company  is  only  charged  mth  expenses  properly 
payable  by  it. 

This  expenditure  is,  strictly  speaking,  of  a  Capital  nature,  but  as  it 
is  unrepresented  by  available  assets,  it  is  usual  to  write  it  off  as  soon  as 
possible  out  of  Revenue,  the  usual  period  being  from  three  to  five  years. 
The  balance  not  written  off  will  be  carried  forward  in  the  Balance  Sheet 
on  the  asset  side,  Underwriting  and  other  Commission  on  the  issue  of 
shares  being  sho^\^l  separately. 


§9. — Mortgages  and  Debentures. 

(a)  Definition  of  Mortgage. 

A  ]\Iortgage  is  a  conditional  transfer  of  property  made  for  the  purpose 
of  securing  repayment  of  a  loan  ^vith  interest.  Until  default  is  made 
in  the  terms  of  the  Deed,  either  as  regards  the  payment  of  interest  or 
the  repayment  of  principal,  or  in  any  other  way,  the  Mortgagor  (t.e. 
the  borrower)  retains  possession  and  use  of  the  property,  but  as  he  does 
not  j)ossess  the  legal  title  thereto  he  cannot  convey  it  without  the  consent 
of  the  Mortgagee  {i.e.  the  Lender). 

The  entries  in  a  Company's  books  when  money  is  borrowed  on 
mortgage  will  be  to  debit  Cash  and  credit  the  Mortgagee.  A  note  should 
be  made  in  the  Ledger  Account  of  the  asset  charged  under  the  Mortgage. 
The  proper  entry  must  be  made  in  the  Register  of  Mortgages.  In  the 
Balance  Sheet  the  loan  should  be  shown  separately  on  the  liability  side 
of  the  Balance  Sheet  as  Loan  on  Mortgage,  and  a  note  sliould  be  made 
under  the  asset  charged.  Sometimes  the  method  is  adopted  of  deducting 
the  amount  of  the  Mortgage  from  the  asset,  and  only  extending  tlie 
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surplus  on  the  asset  side  of  the  Balance  Sheet ;  but  this  is  not  recom- 
mended, as  it  has  the  effect  of  reducing  the  totals  of  the  assets  and 
liabilities  respectively. 


(b)  Definition  of  Debenture. 

A  Debenture  is  a  written  acknowledgment  of  a  debt  by  a  Company 
under  seal,  usually  containing  provisions  as  to  payment  of  interest  and 
repayment  of  principal.  It  may  be  either  a  Simple  or  Naked  Debenture 
carrying  no  charge,  or  a  Mortgage  Debenture  carrying  either  a  fixed 
or  floating  charge  on  some  or  all  of  the  assets  of  the  Company,  either 
including  or  not,  as  the  case  may  be,  the  uncalled  Capital  of  the  Company. 

Under  §  93  of  the  Companies  (Consolidation)  Act,  1908,  all  mortgages 
and  charges  affecting  the  property  of  a  Company,  as  defined  in  that 
section,  must  be  registered  within  21  days  after  the  date  of  creation 
with  the  Registrar  of  Joint  Stock  Companies,  otherwise  they  will  be 
void  against  the  Liquidator  and  any  creditor  of  the  Company,  so  far  as 
the  security  comprised  by  the  charge  is  concerned.  If  so  rendered  void, 
the  principal  moneys  will  immediately  become  repayable. 

Debentures  will  either  take  the  form  of  bonds  to  bearer,  or  they 
may  be  registered  in  the  names  of  the  holders,  transmission  being  by 
transfer.  In  such  a  case  a  Debenture  Ledger  must  be  kept,  similar  in 
form  to  the  Share  Ledger  previously  described,  in  order  to  record  the 
necessary  particulars.  Debenture  stock  may  also  be  issued,  the  dis- 
tinction between  this  and  Registered  Bonds  being  similar  to  the  dis- 
tinction between  Stock  and  Shares  mentioned  earlier  in  this  Chapter. 

On  the  issue  of  a  series  of  Debentures  by  a  Company  it  is  usual 
for  two  or  more  persons  to  be  appointed  as  Trustees  for  the  Debenture 
Holders,  for  the  purpose  of  looking  after  their  interests,  and  taking 
any  action  that  may  be  necessary. 

Entries  in  the  books  of  a  Company  on  the  issue  of  Debentures 
will  be  similar  to  those  on  the  occasion  of  an  issue  of  Shares,  sundry 
Debenture  Holders  being  debited  with  the  various  instalments  due, 
and  Debenture  Account  credited.     The  proper  entry  must  also  be  rAade 
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in  the  Register  of  Mortgages  kept  by  the  Company,  a  form  of  which 
is  printed  in  §  4  of  this  Chapter. 


(c)  Debentures  Issued  at  a  Premium. 

When  Debentures  are  issued  at  a  premium,  the  premium  may  be 
dealt  with  in  various  ways.  Unless  the  Articles  prevent,  the  premium 
can  be  treated  as  Revenue  Profit,  and  distributed  in  dividend,  but  it 
is  not  wise  to  do  this.  It  may  either  be  put  to  Reserve  Account,  or 
be  made  to  form  the  nucleus  of  a  Debenture  Redemption  Fund.  It 
may  also  be  used  to  \^Tite  off  fictitious  assets,  or  to  write  doAvn  fixed 
assets.  It  is  usual  to  charge  the  expenses  of  issuuig  the  Debentures 
against  the  premium  received. 

In  the  Balance  Sheet  the  Debentures  will  show  as  a  liability  at 
their  nominal  value. 


(d)  Debentures  Issued  at  a  Discount. 

Urdike  Share  Capital,  Debenture  Capital  can  be  issued  at  a  Discount, 
and  the  discount  can  be  regarded  as  a  lump  sum  allowed  to  the  lenders 
at  the  time  of  their  taking  up  the  Debentures,  in  consideration  of  a  lower 
rate  of  interest  being  payable  than  would  have  been  the  case  had  the 
Debentures  been  issued  at  par.  The  financial  position  of  the  Company 
and  the  state  of  the  money  market  at  the  date  of  issue  are  important 
factors  in  determining  the  price  of  issue. 

The  Debentures  will  stand  in  the  Balance  Sheet  on  tiic  liability 
side  at  their  nominal  value,  and  the  discount  will  be  written  off  over 
a  period  of  years,  the  balance  remaining  at  any  dat«  being  carried  forward 
in  the  Balance  Sheet,  and  shown  separately  as  such  under  §90  of  the 
Companies  (Consohdation)  Act,  1908.  As  tliis  discount  does  not  represent 
any  available  asset,  it  is  very  advisable  that  it  should  be  written  off  aa 
soon  as  possible.  It  cannot  be  said,  however,  to  be  incorrect  to  write  off 
the  discount  over  the  period  for  which  the  Debentures  run,  and  in  that 
case,  when  no  sinking  Fund  is  formed  for  the  purpoee  of  repaying  the 
Debentiu'es  and  the  Debentures  are  repayable  at  the  end  of  a  given. 
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period,  an  equal  amount  of  the  discount  should  be  \vritten  off  each 
year.  If  the  Debentures  are  repayable  by  annual  drawings  without 
the  provision  of  a  Sinking  Fund,  the  discount  should  be  written  off  in 
relative  proportion  to  the  amount  of  Debentures  outstanding,  in  order 
that  the  periods  enjoying  the  use  of  the  greater  portion  of  the  Debentures 
should  be  charged  with  the  greater  portion  of  the  discount. 

ILLUSTRATION— 

A  Company  issues,  on  1st  January,  1917,  thirty  Debentures  of  £100  each  at  90,  repayable 
by  instalments  of  £1,000  at  the  end  of  the  first,  second  and  third  years  respectively.  Show 
the  Discount  Account,  assuming  the  Discount  to  be  written  off  over  the  period  proportionately. 


Dr. 


DISCOUNT    ON    ISSUE    OF   DEBENTUKES   ACCOUNT. 


Or. 


1917. 
Jan.     1 

To  Debenture  Account 

To  Balance         

To  Balance         

£      s.  d. 
300     0     0 

1917. 
Dec.  31 

1918. 
Dec.  31 

1919. 
Dec.  31 

By  P.  &  L.  Account— 

three-sixths  of  £300      . . 
By  Balance 

By  P.  &  L.  Account— 
two-sixths  of  £300 
„    Balance 

By  P.  &  L.  Account— 
one-sixth  of  £300 

£ 

150 
150 

s.   d. 

0     0 
0     0 

£300     0     0 

£300 

0     0 

1918. 
Jan.     1 

£      s.   d. 
150     0     0 

£ 

100 
50 

s.   d. 

0     0 
0     0 

£150     0     0 

£150 

0     0 

1019. 
Jan.     1 

£      s.   d. 
50     0     0 

£ 
50 

S.    d. 
0     0 

£50     0     0 

_A5o_ 

0     0 

JVote  to  Illustration. 

In  the  above  it  will  be  seen  that  the  amount  of  discount  written  off  in  the  first  year  is 
three  times  the  amount  written  off  in  the  last,  since  the  amount  of  Debentures  outstanding 
during  the  first  year  is  three  times  the  amount  outstanding  during  the  last.  The  way  to  arrive 
at  the  proper  calculation  is  to  take  the  period  of  years,  and  add  up  the  various  numbers  com- 
prising it.  In  the  above  Illustration  the  period  is  three  years,  and  the  numbers  added  together 
will  be  3  plus  2  plus'l  =  6.  In  the  first  year,  therefore,  three-sixths  of  the  discount  must  be 
written  off,  in  the  second  year  two-sixths,  and  in  the  third  year  one-sixth. 

Where  the  -redemption  of  the  nominal  amount  of  the  Debentures  repayable  is  provided 
for  by  charges  against  Profit  and  Loss,  such  charge  wiU  include  the  provision  for  discount, 
and  consequently  the  same  can  be  written  off  against  the  credit  balance  of  the  Redemption 
account. 


(e)  Debentures  Repayable  at  a  Premium. 

These  Debentures  will  stand  in  the  Balance  Sheet  as  a  liability 
at  their  nominal  amount,  with  a  note  of  the  amount  at  which  they  are 
repayable,  any  discount  or  premium  on  issue  being  treated  in  one  of 
the  ways  described  above. 
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If  a  Sinking  Fund  is  formed  to  provide  for  repayment,  the  same 
should  include  provision  for  the  payment  of  the  premium  on  redemption. 
If  no  Sinking  Fund  is  formed,  the  premium  should  be  pro\ided  for  out 
of  profits  over  the  period  of  the  Debentures. 


(f)  Redemption  of  Debentures. 

Debentures  may  be  irredeemable,  but  this  is  infrequent  in  the 
case  of  a  Limited  Company.  It  is  more  usual  to  find  irredeemable 
Debentures  or  Debenture  Stock  in  the  case  of  Companies  formed  under 
special  Act  of  Parliament. 

Debentures  may  either  be  redeemable  at  the  end  of  a  given  period 
or  by  annual  drawings.  The  Trust  Deed  will  contain  provisions  for 
redemption,  and  will  also  usually  stipulate  for  the  provision  of  a  Sinking 
Fund  being  formed  out  of  profits  for  the  purpose  of  repayment.  An 
illustration  of  the  entries  in  the  Company's  books  in  a  case  of  this  sort 
is  given  in  Chapter  IV.,  §  8. 

Another  method  which  has  recently  come  into  considerable  favour 
is  for  the  Company  to  take  out  an  endowment  policy  with  an  Insurance 
Company  for  the  amount  of  the  Debentures.  In  such  a  case  the  pro- 
cedure in  the  Company's  books  will  be  on  similar  lines  to  that  described 
in  Chapter  IV.,  §  3  (e),  dealing  with  an  endowment  policy  taken  out 
for  the  purpose  of  replacing  a  lease. 

Under  §  104  of  the  Companies  (Consolidation)  Act,  1908,  it  is  now 
legal  for  a  Company  to  redeem  its  Debentures  either  by  purchase  or 
otherwise,  and  to  keep  them  aUve  for  re-issue,  unless  the  Articles  of  the 
Company  or  the  conditions  of  issue  expressly  otherwise  provide,  or  unless 
the  Debentures  have  been  redeemed  in  pursuance  of  any  obligation  on 
the  Company  so  to  do. 

{g)  Debentures  issued  as  Collateral  Security  for  a  Loan. 

It  is  a  common  practice  for  Companies  to  issue  their  o>*ti  Debentures 
as  collateral  seciu-ity  against  a  loan  or  overdraft  from  a  Bank  or  other 
parties.  The  Companies  (Consolidation)  Act,  1908,  §  104,  sub-section  (3) 
expressly  refers  to  this  procedure,  and  provides  that  such  Debentures 
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shall  not  be  deemed  to  have  been  redeemed  by  reason  only  of  the  account 
of  the  Company  having  ceased  to  be  in  debit  whilst  the  Debentures 
remained  so  deposited. 

The  term  collateral  secm*ity  means  a  security  which  can  be  realised 
by  the  party  holding  it,  in  the  event  of  the  original  loan  in  respect  of 
which  the  seciu-ity  was  given  not  being  repaid  at  the  proper  time,  or 
in  any  other  specified  cases,  according  to  the  agreement  between  the 
parties.  As  soon  as  the  loan  is  repaid  the  collateral  security  is  auto- 
matically released. 

When  Debentures  are  issued  in  this  manner  they  should  be  shown 
in  short  in  the  Balance  Sheet,  and  stated  as  having  been  issued  as 
collateral  security.  The  loan  against  which  they  are  issued  will  be 
extended  as  a  liability  in  the  usual  way. 

It  is  preferred  by  some  to  record  the  transaction  by  crediting  the 
Debenture  Account  with  these  Debentures,  and  debiting  a  Debenture 
Suspense  Account  with  the  same  amount,  the  latter  item  showing  on 
the  asset  side  of  the  Balance  Sheet.  When  the  Debentures  are  released 
the  entry  is  written  back,  and  consequently  will  disappear  from  both 
sides  of  the  Balance  Sheet.  There  does  not  appear  to  be  any  particular 
advantage  to  be  obtained  in  adopting  this  method,  as  the  whole  of  the 
facts  are  clearly  disclosed  in  the  Balance  Sheet  by  the  first  method  of 
treatment  described  above. 


§  10.— The  Purchase  of  a  Private  Business  by  a  Limited  Company. 

In  many  cases  Private  Businesses  are  turned  into  Limited  Liability 
Companies  for  family  reasons,  particularly  to  facilitate  arrangements 
on  the  death  of  one  of  the  Proprietors  who  may  be  possessed  of  a 
large  sum  of  capital  in  the  business,  the  withdrawal  of  which  by  his 
Executors  might  have  serious  effects  on  the  financial  position.  This 
difficulty  can  be  entirely  overcome  by  converting  the  business  into  a 
Private  Limited  Company,  the  former  partners  receiving  in  exchange  for 
their  Capital  and  Goodwill,  Cash,  Shares,  or  Debentures,  as  the  case  may 
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be.  The  shares  of  a  Limited  Company  being  transmissible  by  will,  and 
the  death  of  any  member  not  affecting  the  constitution  of  a  Limited  Com- 
pany, no  inconvenience  will  arise  in  the  event  of  such  deaths  taking  place. 

In  addition  to  private  arrangements  of  this  nature,  a  Public 
Company  is  very  often  formed  for  the  purpose  of  acquiring  a  Private 
Business,  and  in  this  case  the  usual  procedure  is  for  a  Promoter  or  a 
Syndicate  to  purchase  the  business  from  the  original  owners,  and 
resell  to  the  Company  at  a  profit. 

In  either  case  the  transactions  to  be  recorded  from  the  Company's 
point  of  view  are  the  same.  It  by  no  means  follows,  however,  that 
the  assets  acquired  by  the  Company  will  be  taken  at  the  same  valuation 
as  that  at  which  they  stood  in  the  books  of  the  firm.  In  cases  where 
a  public  issue  is  made,  there  is  usually  a  revaluation  of  all  the  fixed 
assets,  and  frequently  the  Vendors  guarantee  the  Book  Debts  to  be 
good.  In  many  cases  it  is  usual  for  the  Company  to  take  over  the  trade 
liabilities  as  part  of  the  purchase  consideration. 

In  addition,  however,  to  the  purchase  price  of  the  actual  assets 
acquired,  there  is  usually  a  further  sum  payable  in  respect  of  Good- 
will, which  is  generally  more  or  less  based  on  so  many  years'  average 
profits.  All  Companies  making  a  public  issue  must  specifically  state 
in  their  prospectus  the  amount  of  the  purchase  consideration  allotted 
to  Goodwill ;  but  from  the  book-keeping  point  of  view  it  should  be 
remembered  that  the  Goodwill  will  be  represented  by  the  excess  of  the 
purchase  consideration  payable  to  the  Vendor  over  the  value  of  the 
actual  assets  acquired,  less  liabihties  taken  over  (if  any). 


(a)  Entries  in  the  Boolcs. 

The  Journal  Entries  in  the  Company's  books  neccjssary  to  record 
transactions  of  this  nature  will  be  as  follows : — 

(1)  Debit  accounts  with  the  various  ;iss(  ts  ju  (quired,  and 
Goodwill,  and  credit  the  Vendor  and  any  liabiliiics  that  may  be 
taken  over  by  the  Company. 
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(2)  Debit  the  Vendor,  and  credit  Share  Capital  Account,  Deben- 
tures, Cash,  &c.,  for  payment  of  the  purchase  consideration. 


ILLUSTRATION  - 

A  Company  takes  over  the  following  assets  and  liabilities  of  a  private  business  : — 


Leasehold  Property  . . 
Plant  and  Machinery 
Stock-iu-Trade 
Sundry  Debtors 
Cash 

LesK  Trade  Creditors 


£ 
7,000 

3,000  0 

4,600  0 

3,000  0 

1,500  0 


s.  d. 
0     0 


8.  d. 


19,100     0 
2.100     0 


£17,000     0     0 


The  purchase  consideration  is  £20,000,  and  is  payable  to  the  Vendor  as  follows  : — £10,000 
in  Ordinary  Shares  of  £5  each  fully  paid,  £5,000  in  5  per  cent.  Preference  Shares  of  £5  each 
fully  paid,  and  the  balance  in  cash.  Show  the  opening  Journal  Entries  in  the  books  of  tbe 
Company. 


JOURNAL. 


Sundries. 

To  Sundries — 
Leasehold  Property  . . 
Plant  and  Machinery 
Stoclc-in-Trade 
Sundry  Debtors 

Cash 

Goodwill 

Sundry  Creditors 

Vendor 
Being  sundry  assets  and  liabilities  taken  over  as  \>er  contract  dated 


Vendor  . .         . .         . .         . .         . .         .... 

To  Sundries- 
Ordinary  Share  Capital— 2,000  Shares  of  £5  each  fully  paid    . 
Preference  Share  Capital— 1,000  Shares  of  £5  each  fully  paid. 
Cash 

Being  discharge  of  purchase  consideration  as  per  contract  dated 


Dr. 


s.  d. 


7,000  0  0 
3,000  0  0 


8  d. 


Dr. 


4,600 

0 

0 

3,000 

0 

0 

1,500 

0 

0 

3,000 

0 

0 

2,100 
20,000 

0  0 
0  0 

£22,100 

^ 

0 

£22,100 

0  0 

£ 

s. 

d. 

£ 

s.  d. 

20,000 

0 

0 

10,000  0  0 
5,000  0  0 
5,000  0  0 


£20,000  0  0  .  £20,000  0  0 


Note  to  Illustration. 


In  making  the  first  Journal  Entry  the  figure  of  Goodwill  will  be  ascertained  by  taking 
the  difference  between  the  assets,  less  liabilities  taken  over,  and  the  purchase  consideration 
payable  to  the  Vendor. 
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The  following  illustration  shows  the  eflFect  of  the  conversion  of  a 
Private  Firm  into  a  Limited  Company  on  the  books  of  the  firm,  and 
also  the  entries  in  the  books  of  the  Company  : — 

ILLUSTRATION- 

The  X.  Company,  Limited,  was  formed  to  purchase  the  business  of  A.  and  B.,  who  share 
profits,  two-thirds  and  one-third  respectively,  and  whose  Balance  Sheet  at  30th  June,  1920, 
was  as  follows  : — 


Dr. 

BALANCE    SHEET. 
A.    AND    B. 

Ct. 

To  Creditors 
„  BUls  Payable   . . 
„   Loan  Account . . 
„   Capitals:— 

A>      . .           . .           . 

B 

. .  £8,000 
..    5,000 

£     s.   d. 

2,700     0     0 

900     0     0 

400     0     0 

13,000     0     0 

'      ByGoodwUI       .. 

„    Freehold  Property  , , 

„    Plant  and  Machinery 

„    Stock 

„    Debtors 
1                Leu  Reserve 

„    BUls  Receivable      .. 

„    Investments 

„    Cash 

! !  £3, 100 
200 

£ 
1,000 
5,000 
21500 
3,000 

2,000 
800 
600 

1.200 

£17.000 

s.  d. 
0    0 
0    0 
0    0 
0    0 

0     0 

0    0 
0    0 
0    0 

£17,000     0     0 

0    0 

, 

•     ' 

The  Company  takes  over  the  assets  at  book  value,  with  tlie  exeeption  of  the  Freehold 
Property,  which  is  taken  over  at  £6,000.  The  investments  are  retained  by  the  firm,  and  sold 
by  them  for  £450.  They  also  discharge  the  loan  of  £400,  but  the  Company  takes  over  the 
remaining  liabilities. 

The  purchase  consideration  for  the  net  assets  taken  over  is  fixed  at  £18,950,  payable 
as  follows  :— £9,600  5  per  Cent.  Debentures,  £7,600  fully  paid  Ordinary  Shares  of  £1  each,  and 
the  balance  in  cash.  A.  and  B.  agree  to  divide  the  assets  forming  the  purchase  oonsideration 
in  proportion  to  the  balances  standing  to  the  credit  of  their  respective  Capital  Account*,  after 
the  adjustments  rendered  necessary  by  the  sale  of  the  business  and  investmento  have  beeo 
completed. 

Show  the  Ledger  Accounts  closing  the  firm's  books,  and  the  Journal  Entries  opeaing 

the  Company's  books. 


Dr. 


To  Freehold  Property 
„  Phint  nnd  Machinerv 
.,  (;(><)(iwtU 
„  SUH^k     . . 
,.  Debtors.. 
„  BiUs  Receivable 

„  Cash       

„  Balance,  being  proHt  on  realisation 


To  Capital  Arii.unts:— 

A.  two-tliirds  of  £6,1 60 
H.  onc-third     ,. 


FIRM'S    BOOKS. 
REALISATION    ACCOUNT. 


O. 


£ 
6,000 
1,600 
1,000 
A.000 
MOO 
800 
1,200 
0,160 


£££,750     0     0 


C  8.  d. 
4.100  0  0 
2.050     0     0 


ByCredlton 
..    Bills  Payable 
..    Reserve  for  Bad  l>ebt« 
..   PurehMlof  Co. 


By  Balancv 


£0,150    0    0 


£ 

"•IS 

000 

£00 

16,050 

0 
0 
0 
0 

d. 

0 
0 
0 
0 

£££,750 

0 

0 

£ 

e,i6o 

0 

d. 

0 

£0,160 

0 

0 
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Dr. 


PURCHASING   COMPANY'S   ACCOUNT. 


Or. 


To  Realisation  Accoont 


£     B.   d.     i 

18,950     0     0     I!  By  Debentures  . . 

I  „    Ordinary  Shares 

|i  „    Cash 

£18,950  0  0 


£  8.  d. 

9,500  0  0 

7,600  0  0 

1,850  0  0 


£18,950  U  0 


Dr. 


DEBENTURES. 


Or. 


To  Purchasing  Co.           

£     8.   d. 
9,500    0    0 

By  A.  Capital  Account 
„    B        „          „         

£     8.   d. 
6,000     0     0 
3,500     0     0 

£9,500     0     0 

£9,500     0     0 

Dr. 


ORDINARY   SHARES. 


Cr. 


To  Purchasing  Co. 


£     s.  d. 
7,600    0    0 


£7,600     0     0 


By  A.  Capital  Account 
»     B. 


£  8.  d. 
4,800  0  0 
2,800     0     0 


£7,600     0     0 


Br. 


A.    CAPITAL   ACCOUNT. 


Or. 


£ 

8.  d. 

£     s.  d. 

To  Loes  on  Investments 

100 

0    0 

By  Balance        

8,000     0     0 

»  Balance            

12,000 

0     0 

„    Profit  on  Realisation 

4,100     0     0 

£12,100 

0     0 

£12,100     0     0 

£ 

8.   d. 

£      3.    d. 

To  Debentures— 

By  Balance        

12,000     0     0 

twelve-nineteenths  of  £9,500 

6,000 

0     0 

„  Shares— 

twelve-nineteenths  of  £7,600      .. 

4,800 

0     0 

■ 

„  Cash— 

twelve-nineteenths  of  £1,900      . . 

1,200 

0     0 

. 

£12,000 

0     0 

£12,000     0     0 



Br. 


B.    CAPITAL   ACCOUNT. 


Or. 


To  Loss  on  Investments 
„  Balance 

£      8.    d. 

60     0     0 

7,000     0     0 

By  Balance        

„    Profit  on  Realisation 

By  Balance        

£      8.   d. 
6,000    0    0 
2,050     0     0 

£7,050     0     0 

£7,050     0     0 

To  Debentures— 

seven-nineteenths  of  £9,500 
„  Shares — 

seven-nineteenths  of  £7,600 
„  Cash  — 

seven-nineteenths  of  £1,900 

£      8.    d. 
3,600     0     0 

2,800     0     0 

700     0     0 

£      s.    d. 
7,000     0     0 

' 

£7,000     0     0 

£7.000     0     0 

10.] 
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CASH    BOOK. 


To  Pnrchasfng  Co. 
„  Investments     . 

To  Balance. . 


£  1.  d 

1.850  0    0 

450  0     0 

£2.800  0     0 


£      8.   d. 

1,000     0     0 


£1,900     0     0 


■J 


By  Loan  Account 
,.    Balance 


By  A.  Capital  Account 
ti    B.      „  ,. 
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Or, 


s  ■.  d. 

400  0  0 

1.900  0  0 

£i,t00  0  0 


£  B.  d. 

1.200  0  0 

700  0  0 

£1.000  0  0 


Dr. 


INVESTMENTS. 


Or. 


To  Balance 

£     8.  d. 
«00     0     0 

1     ByCash 

!      „    Balance,  being  loas 

By  Capital  Accounts— 
'                 A.  two-thirds  of  £150  .. 
B.  one-third  of  £150    . . 

£       8.    d 

4S0    0    0 
160     0     0 

£600     0     0 

£000     0     0 

To  Balance 

£      8.   d. 
150     0     0 

£        !>.    d. 

100     0     0 
50     0     0 

£150     0     0 

£150     0     0 

Dr. 


LOAN   ACCOUNT. 


Or. 


To  Cash 


£ 
400 


8.   d. 
0     0 


By  Balance 


a.  d. 
0    0 


NEW  COMPANY»S  BOOKS. 
JOURNAL. 

Sondries. 

To  Snndries— 

Freehold  Property 

Plant  and  Machinery  

Stock 

Debtors  

Bills  Receivable        

Cash 

Ctoodwill  

Creditors 

BUls  Payable  

Beserre  for  Bad  Debts 

Vendor        


Being  sundry  assets  and  liabilities  taken  over  as  per  contract  dated 


Dr. 

£ 

0.000 
2.600 
S.000 

1;?S 

». 

0 
0 
0 
0 
0 
0 
0 

d. 

£       ».    d. 

2.700     0     0 
900    0     0 

too    0    0 

18,060    0    0 

m.760 

0 

0 

Ctt,760    0     0 

t  dated 

Note. — ^The  flguro  of  Goodwill  is  ascertained  by  taking  the  difference  between  tho  {iKtM*u, 
lees  liabiiitiee  taken  over,  and  the  purchase  consideration  payable  to  the  Vendor. 


Vendor. 

To  Sundries- 
Ordinary  Share  Capital 
Debentures 


Being  7.000  Ordinary  Shares  of  £1  each,  and  0.600  6  %  Debentures  .. 
paid,  and  cash  paid  In  settlement  of  purohMe  oonsMeratloQ  as  per  oootnci 


Itr. 


fully 


ft       s.  d. 
18.960    0    0 


s.  d. 


7,800  0  0 
9,600  0  0 
1,860    0    0 


tlA,»50     0     0     ^    818,060     0     0 
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NoU  to  lUusiraiion. 

The  figure  of  Groodwill  can  be  proved  as  follows  : — 

The  Goodwill  is  the  difference  between  the  book  value  of  the  net  assets  taken  over  as 
shown  by  the  books  of  the  firm  (subject  to  any  revaluation  of  the  assets  by  the  new  Company) 
and  the  purchase  consideration. 

£       s.    d. 
Thus  the  book  value  of  the  assets  taken  over  was  . .  . .  . .        16,400     0     0 

Less  book  value  of  liabilities  taken  over  . .  . .  . .  . .  3,600     0     0 

Book  value  of  net  assets  taken  over 

The  purchase  consideration  was 

Less  book  value  of  net  assets  as  above. . 


Goodwill  subject  to  adjustment 
Add  original  value  of  Goodwill  taken  over  and  included  in  book 
value  of  net  assets 


Less  adjusted  difference  in  the  revaluation  of  freehold  premises 
Goodwill  as  shown  in  new  Company's  books 


£12,800  0  0 

18,950  0  0 

12,800  0  0 

6,150  0  0 

1,000  0  0 

7,150  0  0 

1,000  0  0 

£6,150  0  0 


(b)  Apportionment  of  Profit  prior  to  Incorporation. 

Frequently  a  Company  takes  over  a  business  as  and  from  a  date 
prior  to  the  incorporation  of  the  Company  itself.  In  such  an  event 
any  profits  earned  prior  to  the  date  of  incorporation  to  which  the  Company 
ma}'  be  entitled  cannot  be  regarded  as  profits  available  for  dividend, 
but  are  of  a  capital  nature,  since  the  Company  cannot  earn  profits  before 
it  comes  into  existence.  When  the  Vendor  is  not  entitled  to  take  such 
profits  himself,  he  is  usually  entitled  to  interest  on  the  purchase  con- 
sideration from  the  date  when  the  business  was  taken  over,  to  the  date 
when  the  purchase  consideration  is  discharged.  If  that  is  so,  the  interest 
payable  to  the  Vendor  for  the  period  from  the  date  of  taking  the  business 
over  till  the  date  of  incorporation  can  be  charged  against  the  profits 
earned  during  that  period,  any  interest  payable  in  respect  of  any  period 
after  the  date  of  incorporation  being  charged  against  the  Profit  and 
Loss  Account.  The  remaining  balance  of  profits  earned  prior  to  in- 
corporation (if  any)  should  either  be  written  off  the  Goodwill,  or,  if  there 
be  no  Goodwill,  some  other  fixed  asset,  or  carried  forward  as  a  capital 
reserve  not  available  for  revenue  purposes. 

If  stock  is  not  taken  at  the  date  of  incorporation,  and  the  exact 
profits  thereto  cannot  consequently  be  ascertained,  it  is  usual  to  arrive 
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at  the  proportion  of  profits  applicable  to  the  period  prior  to  incorporation, 
either  by  apportioning  the  whole  profits  earned  according  to  the  periods 
themselves,  or  in  proportion  to  the  turnover  of  those  periods,  the  latter 
being,  strictly  speaking,  the  more  correct  method. 

The  date  of  the  division,  in  these  cases,  should  be  the  date  of  in- 
corporation, if  that  is  the  date  of  the  Contract,  or  the  date  of  the  Contract 
itself  if  subsequent  to  the  date  of  incorporation,  and  not  the  date  of  the 
certificate  entitling  the  Company  to  commence  business  ;  since  once  that 
certificate  has  been  issued,  the  Company's  power  of  legally  carrj'^ing  on 
business  dates  back  to  the  date  of  incorporation  (C.C  Act,  1908,  §87  (3) ). 

§  11.-  Forfeited  Shares. 

The  Articles  will  usually  give  power  to  the  Directors  to  forfeit  shares 
in  respect  of  which  calls  are  unpaid  and  overdue,  proper  notice  having 
been  given  to  the  Shareholder  that  unless  he  pays  up  his  calls  his 
shares  will  be  forfeited.  The  revised  Table  A  also  gives  power  to 
forfeit  for  non-payment  of  premium. 

When  such  forfeiture  takes  place  the  Capital  Account  should  be 
debited  with  the  amount  called  up  in  respect  of  the  shares,  and  Forfeited 
Shares  Account  credited.  The  calls  in  arrear  in  respect  of  these  shares 
will  have  shown  as  a  debit  balance,  either  to  the  debit  of  the  Call  Account 
or  the  Sundry  Shareholders'  Account.  These  should  be  written  off 
against  the  Forfeited  Shares  Account.  The  credit  balance  of  this  account 
will  then  represent  the  actual  cash  received  in  respect  of  the  shares 
forfeited. 

Until  these  shares  are  re-issued  this  balance  should  stand  as  a 
separate  item  in  the  Balance  Sheet,  as  a  liability  under  the  heading 
of  Forfeited  Shares  Account. 

Forfeited  Shares  can  be  re-issued  as  fully  paid  at  any  price,  as  long 
as  that  price,  plus  the  cash  originally  received  before  forfeiture,  together 
amount  to  at  least  the  par  value  of  the  shares  in  question.  If  in  such 
a  case  after  the  proper  adjustments  have  been  made  there  still  renuuns 
a  credit  balance  on  the  Forfeited  Shares  Account,  this  can  be  transferred 
to  General  Reserve,  or  even  to  Profit  and  Loss  Account  (unless  the 
Articles  forbid),  although  this  course  is  not  advisable. 
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ILLUSTRATION— 

A  Company  has  an  issued  Capital  of  £20,000  in  shares  of  £1  each  fully  paid,  with  the 
exception  of  200  shares  10s.  paid.  The  latter  are  forfeited  for  non-payment  of  calls,  and  sub- 
sequently re-issued  fully  paid  at  the  price  of  15s.  per  share.  Show  the  entries  in  the  Company's 
Journal  and  Ledger  recording  these  transactions. 

JOURNAL. 


Share  Capital  Account        Dr. 

To  Forfeited  Shares  Account 

Being  200  shares  of  £1  each  forfeited  for  non-payment  of  calls  as  per  minute 
dated 

Forfeited  Shares  Account i>r. 

To  Sundry  Shareholders  

Being  calls  in  arrear  lOs.  per  share  on  200  shares  forfeited  now  transferred. 

Sundries.  Dr. 

To  Share  Capital  Account 
Sundry  Shareholders  . .         . .         . .         . .         . .         .... 

Forfeited  Shares  Account   . . 

Being  re-issue  of  200  forfeited  shares  of  £1  each  as  fully  paid  at  ISs.  per  share. 


£      s.   d. 
200     0     0 


T)r. 


LEDGER. 
SHARE    CAPITAL    ACCOUNT. 


Gt. 


To  Forfeited  Shares  Account     . . 
„  Balance            

£      8.   d.     , 
200     0     0 
20,000     0     0 

By  Balance        

„    Sundries 

By  Balance        

£       s.   d. 

20,000     0     0 

200     0     0 

£20,200     0     0 

20,200     0     0 

£20,000     0     0 

Dr. 


FORFEITED    SHARES    ACCOUNT. 


Or. 


To  Sundry  Shareholders 

„  Share  Capital  Account 
„   Balance 

£      8.   d.     ! 
100    0    0     i 
50    0    0    : 
50     0     0 

By  Share  Capital  Account 

By  Balance           

£     8.   d. 
200     0     0 

£200     0     0     1 

£200     0     0 

£50     0     0 

Dr. 


SUNDRY     SHAREHOLDERS    ACCOUNT. 


Cr. 


To  Balance 

„  Share  Capital  Account 

£       8.    d. 

100     0     0 
150     0     0 

By  Forfeited  Shares  Account    . . 
„    Cash 

£     8.  d. 

100    0 
1.50     0      0 

£250     0     0 

£250     0     0 

Note  to  Illustration. 

As  the  shares  in  question  are  now  re -issued,  the  balance  of  the  Forfeited  Shares  Account, 
after  transferring  5s.  per  share  (the  amount  necessary  to  make  the  price  of  re-issue  up  to  i>ar), 
is  an  absolute  profit,  and  may  either  be  carried  forward  in  the  Balance  Sheet  or  transferred 
to  Reserve  Account,  or  even  to  Profit  and  Loss,  unless  the  Articles  forbid ;  but  this  last  course 
is  not  to  be  recommended. 
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§  12. — Bonus  Shares. 

(a)  Issue  of  Bonus  Shares  at  par. 

When  a  Company  has  accumulated  large  profits  in  the  shape  of 
Reserves  which  it  wishes  to  continue  to  utilize  in  the  business  as  working 
capital,  but  at  the  same  time  it  is  considered  desirable  to  afford  the 
present  Shareholders  some  advantage  in  respect  thereof,  it  is  usual  to 
capitalise  such  reserves  by  issuing  Bonus  Shares  as  fully  paid  up  to 
the  Shareholders  in  respect  of  such  profits  or  some  part  thereof. 

No  cash  passes  between  the  Company  and  its  Shareholders  in 
respect  of  these  transactions,  the  Shareholders'  resolution  to  pay  the 
bonus  being  so  framed  as  to  give  the  Company  authority  to  apply  the 
same  in  the  requisite  manner. 

ILLUSTRATION— 

A  Company  having  a  Reserve  of  £25,000  and  a  paid-up  Capital  of  £100,000  in  £1  shares 
resolves  to  pay  a  bonus  of  20  per  cent,  out  of  its  Reserve  by  the  issue  of  one  share  fully  paid 
for  each  five  shares  held.     Show  the  Journal  Entries  recording  the  transaction. 


JOURNAL. 

Reserve  Account Dr. 

To  Bonus  Account            

Being  Bonus  of  20  %  payable  out  of  the  Reserve  Account  in  fully  paid  shares 
as  per  Resolution  of  Shareholders  dated 

20.000 

0 

d. 

0 

£         8.    d 
20.000    0    0 

Bonus  Account          . .                     . .         . .                     . .         . .         . .         . .       Dr. 

To  Share  Capital  Account           

Being  issue  of  20,000  shares  of  £1  each  fully  paid  in  satisfaction  of  Bonus  at  the 
rate  of  one  share  for  every  five  held. 

£ 
20.000 

s. 

0 

d. 
0 

£        s.   d. 
20,000    0    0 

(b)  Issue  of  Bonus  Shares  at  a  Premium. 

When  the  shares  of  the  Company  stand  at  a  high  premium  it  is 
not  good  financial  policy  to  issue  such  Bonus  Shares  at  par,  since,  although 
this  may  be  of  very  great  advantage  to  present  Shareholders,  it  may 
operate  very  unfavourably  for  the  Company  and  future  Shareholders. 
The  reason  for  this  is  that  the  new  shares  in  respect  of  which  tjie  Company 
has  accumulated  profits  to  the  extent  of  the  par  value  will  rank  for 
dividend  in  the  same  manner  as  the  original  shares,  which  bad  the 
advantage  of  the  use  as  additional  working  capital  of  the  very  reserves 
now  being  distributed  as  Bonus.  These  having  now  disappeared  by  the 
issue  of  the  new  shares,  it  may  be  difficult  for  the  Company  to  continue 
to  pay  on  the  total  issue  the  same  rate  of  dividend  as  formerly. 
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The  proper  method  when  the  market  quotation  is  at  a  premium 
is  to.  issue  the  Bonus  Shares  at  a  fair  average  premium,  when  the  pro- 
portion of  the  Bonus  in  respect  of  such  premium  will  remain  in  the 
business,  and  wiU  not  rank  for  future  dividends. 

ILLUSTRATION- 

A  Company  having  a  Capital  of  £50,000  in  shares  of  £1  each  fully  paid,  standing  at 
£4  108.  Od.  per  share,  distributes  a  Bonus  out  of  the  Reserve  Account  at  the  rate  of  100  per 
cent.»  payable  in  fully  paid  shares  at  a  premium  of  £3  per  share. 

Show  the  Journal  Entries  necessary  to  record  these  transactions. 

JOURNAL. 


Baaerve  Accoant I>r. 

To  Bonus  Account  

Being  Bonus  at  the  rate  of  100%  on  50,000  shares  of  £1  each  as  per  Resolution 
dated 

Bonus  Account  Dr. 

To  Sundries- 
Share  Capital  Account     . . 
Premium  on  Shares  Account 
Being  payment  of  Bonus  by  the  issue  of  12,500  shares  of  £1  each  fully  paid  at 
a  premium  of  £3  per  share,  as  per  B^solution  dated 


£ 
50,000 

s. 
0 

d. 
0 

£ 
50,000 

s.   d. 
0     0 

£ 
50,000 

s. 
0 

d. 
0 

£ 

12,500 
37,500 

s.   d. 

0     0 
0     0 

£50,000 

0 

0 

£50,000 

0     0 

■■^ 

(c)  Application  of  Bonus  to  Payment  of  Calls. 

Another  method  when  the  existing  shares  are  only  partly  called 
up  is  to  apply  the  bonus  to  the  payment  of  a  call  on  the  shares. 

ILLUSTRATION- 

A  Company  having  a  Nominal  and  Issued  Capital  of  £100,000  in  10,000  shares  of  £10 
each,  £7  10s.  Od.  per  share  called  up,  declares  a  bonus  out  of  the  Reserve  Account  at  the  rate 
of  33 J  per  cent,  on  the  paid-up  Capital  to  be  applied  for  the  purpose  of  making  the  shares 
fully  paid. 

Show  the  Journal  Entries  necessary  to  record  these  transactions. 

JOURNAL. 


€aU  Account 

To  Share  Capital  Account 
Being  final  call  of  £2  10s.  per  share 
Board  dated 

Dr. 

on  10,000  shares  as  per  Resolution  of  the 

£ 
.  25,000 

S. 
0 

d. 
0 

£ 
25,000 

s. 
0 

s. 
0 

0 

d. 
0 

Reserve  Account 

Dr. 

£ 
25,000 

8. 
0 

d. 
0 

£ 
25,000 

d. 

To  Bonus  Account 

0 

Bemg  Bonus  of  £2  lOs.  per  share  on  10.000  shares  payable  out  of  the  Reserve 
Account  as  per  B^solution  of  Shareholders  dated 

Bonus  Account 

nr 

£ 
25,000 

8. 
0 

d. 
0 

£ 
25,000 

d. 

To  Call  Account 

0 

Being  application  of  Bonus  of  £2  10s.  per  share  on 
Call  as  per  Resolution  dated 

10,000  shares  to  payment  of 
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§  13.— Payment  of  Interest  out  of  Capital. 

§  91  of  the  Companies  (Consolidation)  Act,  1908,  authorizes  the 
payment  of  Interest  out  of  Capital  in  certain  cases  as  follows : — 

Wliere  any  shares  of  a  Company  are  issued  for  the  purpose  of  raising 
money  to  defray  the  expenses  of  the  construction  of  any  works  or 
buildings,  or  the  provision  of  any  plant  which  cannot  be  made  profit- 
able for  a  lengthened  period,  the  Company  may  pay  interest  on  so 
much  of  such  Share  Capital  as  is  for  the  time  being  paid  up  for  the  period 
and  subject  to  the  conditions  and  restrictions  in  this  section  mentioned, 
and  may  charge  the  same  to  capital  as  part  of  the  cost  of  construction 
of  the  work,  building,  or  plant. 

Provided  that : — 

(1)  No  such  payment  shall  be  made  unless  the  same  is  authorized  by 

the  Company's  Articles  of  Association,  or  by  special  resolution 
of  the  Company. 

(2)  No    such    payment,    whether    authorized    by    the    Articles    of 

Association  or  by  special  resolution,  shall  be  made  without 
the  previous  sanction  of  the  Board  of  Trade. 

(3)  Before  sanctioning  any  such  payment  the  Board  of  Trade  may, 

at  the  expense  of  the  Company,  appoint  a  person  to  inquire 
and  report  to  them  as  to  the  circumstances  of  the  case,  and 
may,  before  making  the  appointment,  require  the  Company 
to  give  security  for  payment  of  the  costs  of  the  inquiry. 

(4)  The  payment  shall  be  made  only  for  such  period  as  may  be 

determined  by  the  Board  of  Trade  ;  and  such  period  shall  in 
no  case  extend  beyond  the  close  of  the  next  half-year  after 
the  half-year  during  which  the  works  or  buildings  have  been 
actually  completed  or  the  plant  provided. 

(5)  The  rate  of  interest  shall  in  no  case  exceed  four  per  cent,  per 

annum,  or  such  lower  rate  as  may  for  the  time  being  be  pre- 
scribed by  Order  in  Council. 

(6)  The  payment  of  such  interest  shall  not  operate  as  a  reduction  of 

the  amount  paid  up  on  the  shyes  in  respect  of  which  it  is  paid. 
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(7)  The  accounts  of  the  Company  shall  show  the  capital  on  which, 
and  the  rate  at  which,  interest  has  been  paid  out  of  capital 
during  the  period  to  which  the  accounts  relate. 

§  14. — The   Preparation   of  a   Company's   Books   and   Accounts 
for  Audit. 

Proper  arrangements  should  always  be  made  to  facilitate  as  much 
as  possible  the  work  of  the  Auditor,  and  enable  him  to  examine  the 
books  and  accounts  with  the  least  amount  of  inconvenience  to  himself 
and  to  the  Company's  staff. 

First  and  foremost  a  proper  system  of  accounting  must  be  in  force. 
The  books  must  be  balanced,  since  it  is  not  the  duty  of  an  x4uditor  to 
balance  the  same,  nor  can  he  be  called  upon  to  do  so,  unless  separately 
instructed  in  his  capacity  as  Accountant.  All  subsidiary  books  should 
be  cast  in  ink,  and  the  totals  posted  to  the  proper  accounts  in  the 
Impersonal  Ledger.  The  various  Bought  and  Sold  Ledgers  should  be 
separately  proved  by  means  of  Total  Accounts,  and  their  balances 
brought  down  in  ink,  or,  if  it  is  inconvenient  to  rule  off  and  bring  down 
such  balances,  a  note  of  the  amount  thereof  should  be  made  on  each 
Ledger  Account  in  red  ink  at  the  side. 

The  Cash  Book  should  be  balanced  off,  and  a  record  of  the  recon- 
ciliation of  the  Pass  Book  entered  therein.  All  vouchers  should  be 
numbered  consecutively,  and  the  numbers  entered  in  the  Cash  Book, 
the  vouchers  themselves  being  filed  on  some  proper  system,  care  being 
taken  to  see  that,  in  the  event  of  a  voucher  being  missing,  a  note  is 
inserted  in  the  file,  giving  a  reference  to  any  other  evidence  available. 
Bought  invoices  should  be  either  attached  to  the  statements  when  filed 
as  vouchers,  or  they  should  be  numbered  and  filed  consecutively,  the 
corresponding  numbers  being  entered  in  the  Bought  Journal. 

When  the  Trial  Balance  has  been  obtained,  proper  provision  must 
be  made  for  Bad  Debts,  Depreciation,  &c.,  and  all  other  necessary 
adjustments  should  be  made.  The  Balance  Sheet  and  Profit  and  Loss 
Account  can  then  be  drafted,  and,  after  having  been  passed  by  the 
Directors,  presented  to  the  Auditor.  In  many  cases  it  is  usual  for  the 
Auditor  to  prepare  the  accounts  himself  in  his  capacity  as  Accountant. 
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In  the  final  Accounts,  ledger  folios  should  be  inserted  against  each 
item  which  refers  to  a  single  ledger  account,  schedules  being  attached 
showing  folios  and  details  of  all  items  composed  of  several  separate 
balances  taken  together.  In  this  manner  a  full  and  clear  record  is 
obtained  of  the  way  in  which  the  various  totals,  particularly  of  Balance 
Sheet  items,  are  arrived  at. 


§  15.— The  Balance  Sheet  and  Accounts  of  a  Company. 

(a)  Form  of  the  Accounts. 

Remarks  have  already  been  made  in  Chapter  I.,  §  10,  referring 
to  the  various  classes  of  assets  and  their  grouping  in  a  Balance  Sheet. 
In  the  case  of  a  Company,  the  form  of  the  published  accounts  is  of 
particular  importance,  since  they  are  usually  printed  and  circulated 
among  the  Shareholders  and  others.  Consequently  it  is  desirable  that 
the  amount  of  detail  disclosed  should  not  be  such  as  to  damage  the 
position  of  the  Company,  by  affording  information  to  its  rivals  in  trade. 
As  to  how  much  it  is  necessary  to  condense  the  Accounts  for  this  purpose 
will  depend  upon  the  particular  circumstances  of  each  case.  It  is  very 
rare  to  find  a  Trading  Account  published  disclosing  the  turnover ;  and 
the  Profit  and  Loss  Account  will  disclose  as  much  or  as  little  detail  as 
the  case  warrants. 

It  is  most  important,  however,  notwithstanding  these  considerations, 
that  the  accounts  as  presented  to  the  Shareholders  should  convey  to 
them  a  reasonably  full  and  clear  view  of  the  Company's  position,  and 
no  condensation  should  be  permitted  that  has  the  effect  of  making  the 
position  of  the  Company  look  better  than  it  really  is ;  e.g.  an  overdraft 
from  the  bank  should  not  be  included  among  Sundry  Creditors,  but  sliown 
separately ;  Creditors  for  Cash  Loans  should  not  be  mixed  with  Trade 
Creditors  ;  further,  such  mingling  of  assets  of  a  different  nature  as  Good- 
will and  Freehold  Land,  Book  Debts  and  Cash  sliould  not  be  permitted. 

In  the  Balance  Sheet  the  authoriaced  capital  and  the  various  ciaasee 
of  shares  of  which  it  is  composed  should  be  clearly  stated,  the  issued 
capital  being  shown  in  addition. 
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Under  §  113  of  the  Companies  (Consolidation)  Act,  1908,  the  Balance 
Sheet  must  be  signed  by  two  of  the  Directors,  or,  if  there  is  only  one, 
by  that  Director  ;  and  the  Auditors'  Report  must  be  attached  to  the 
Balance  Sheet,  or  a  reference  thereto  inserted  at  the  foot  of  the  Balance 
Sheet. 

The  Balance  Sheet  required  to  be  included  in  the  Annual  Summary 
filed  with  the  Registrar  has  already  been  referred  to  in  §4  (c)  (II)  of 
this  Chapter.  It  will  be  particularly  noted  that  the  way  in  which  the 
values  of  the  fixed  assets  have  been  arrived  at  must  be  stated. 

The  treatment  of  Underwriting  Commission  and  Discount  on  Issue  of 
Debentures  in  a  Company's  Balance  Sheet,  required  by  §  90  of  the 
Companies  (ConsoUdation)  Act,  1908,  has  also  been  referred  to  in  §  8  (5) 
of  this  Chapter. 


ILLUSTRATION- 

From  the  following  Trial  Balance  of  the  Johnson  Engineering  Company,  Limited,  on 
3l6t  December,  1919,  prepare  Trading  and  Profit  and  Loss  Accounts  and  Balance  Sheet.  The 
Nominal  Capital  of  the  Company  is  £80,000,  divided  into  4,000  Ordinary  Shares  of  £10  each, 
and  4,000  6  per  Cent.  Cumulative  Preference  Shares  of  £10  each. 


Stock-in-Trade  1st  January,  1919 

Discounts       

Carriage  

Patterns  

Rates,  Taxes,  Gas,  Water  and  Insurance 

Patents,  Trade  Marks,  &c 

Materials  Purchased 
Wages 

Ck)al  and  Ck)ke  

Freehold  Land  and  Buildings 

Plant  and  Machinery  

Loose  Tools  and  Utensils 

<Joodwill 

Sundry  Debtors         

Bills  Receivable         

Advertising 

Commission     . . 
Trade  Expenses 

Repairs  

Bad  Debts 

Cash  in  Hand 

Debenture  Interest,  Half-year  to  30th  June,  1919 

Preference  Dividend,  Half-year  to  30th  June,  1919 

Directors'  Fees  

Bank  Interest  and  Clmrges 

■2,000  Ordinary  Shares  

2,000  Preference  Shares 

4  %  Debentures        

Provincial  Bank,  Limited — Overdraft 
Sundry  Creditors 

Bills  Payable  

Sales 

Rents 

Profit  and  Loss  Account — Balance,  1st  January,  J 919 


13,300  0  0 

600  0  0 

1,150  0  0 

7,500  0  0 

1,100  0  0 

3,000  0  0 


24,650  0 

26,100  0 

1,260  0 

25,000  0 

15,000  0 

3,000  0 

7,500  0 

5,320  0 

2.690  0 


300  0  0 

1,350  0  0 

1,120  0  0 

930  0  0 


510  0 

360  0 

200  0 

600  0 

1,000  0 

820  0 


s.   d. 


20,000  0  0 

20,000  0  0 

10,000  0  0 

15,140  0  0 

3,560  0  0 

1,250  0  0 

72,340  0  0 

730  0  0 

1,340  0  0 


£144,360     0     0       £144,360     0     0 


The  Stock  at  31st  December,  1919,  was  £14,160.  Write  off  Depreciation — Plant  and 
Machinery  5  per  cent..  Loose  Tools  and  Utensils  20  per  cent..  Patterns  10  per  cent.,  Patents, 
Trade  Marks,  &c.,  10  per  cent.  Provide  2J  per  cent,  on  the  Sundry  Debtors  for  discount  and 
£430  for  bad  debts. 
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Dr, 


lo  Authorlied  Capital— 
4,uon  Ordinary  Shares  of 

£10  each 
4,000  6%  Cumulative  Pre- 
ference   Shares   of   £10 
each       

Issued  Capital— 

2,000   Ordinary   Shares 

of  £10  each  fully  paid 

2,000  6  %   Cumulative 

Preference  Shswes  of 

£10  each  fully  paid 

4  %  Debentures  . . 
Sundry  Creditors — 

Provincial  Bank — 
Overdraft 

On  Open  Account 

Bills  Payable    . . 

Debenture  Interest 

Profit  and  Loss  Account — 
Balance  brought 

forward 
Net  Profit  for  the  year 


Le$i  Preference  Divi- 
dend for  half-year  to 
30th  June,  1919 


JOHNSON    ENGINEERING    COMPANY,    LIMITED. 
BALANCE    SHEET    3Ist   December,    1919. 

£  ■  8.  >r      £■ 


Cr. 


40.000     0     0 


40.000     0     0 


d. 


£80,000     0     0 


By  Goodwill       

Freehold  Land  and  Buildings 
Plant  and  Machinery 
Leu  Depreciation  . . 

Loose  Tools  and  Utensils 
Lest  Depreciation  . . 


TT 


20,000     0     0 
20,000     0     0 


40,000 
10.000 


15,140 

3,360 

1,250 

200 


Patterns 

Lest  Depreciation  . . 

Patents,  Trade  Marks,  Sic. 
Lett  Depreciation  . . 


Stock  .. 
Sundry  Debtors 
Lett  Reserve  for 

Bad  Debts 
Reserve  for 
Discount 


1:^.000 

760 

0 

8.000 
«00 

0  . 
0  , 

0 
0 

7.600 
750 

3,000 
800 

0  ' 
0 

£430  0  0 
122  5  0 


1,340  0 
9,687  15 

0 
0 

11,027  15 
600  0 

0 
0 

20,150     0     0 


5.820     0     0 


552     5     0 


Bills  Receivable 
Cash  in  Hand 


£       s.  d. 

7.500    0    U 

25.000     0     0 


14.260  0  0 
2,400  0  0 
e,760     0     0 


2,700    0    0 
14.160    0    0 


4,767  16     0 

2,600    0     0 

860     0     0 


10,427  16     0 
£80j677^1^0 


liMATt 


U    0 


Dr. 


TRADING     AND     PROFIT    AND     LOSS     ACCOUNT 
FOR  THE  Year  ending  31st  December,  1919. 


To  stock  1st  January,  1919 

„  Materials  Purchased 

„  Wages 

.,  Coal  and  Coke  

„  Carriage 

„  Balance,  being  Gross  Profit  carried  down 


£ 
18,800 
24,650 
26,100 
1,260 
1,150 
20,040 


By  Sales 
„    Stock  8l8t  December. 


1U19 


Or. 

i  s.  d. 
72.840  0  0 
14.160     0     0 


£86,500     0     0 


H».>00 


0    0 


To 


Rates,  Taxes,  Gas,  Water  and  In- 
surance        

Advertising 

Commission 

Trade  Expenses  

Repairs 

Bank  Interest  and  Charges  . . 

Discount  (£600  ♦  £122  &s.)     .  • 

Bad   DcbU  (£510  f  £430) 

Debenture  Interest 

Depreciation  : — 

Plant  and  Machinery  £760  0  0 
Loom  TooU  and  Ut«nsila  600  0  0 
Patterns  750  0  0 

PaieaU.Trade  Marks.  Ac.  800  0  0 


1.100 
300 
1.860 
1.120 
080 
820 
722 
040 
400 


By  Grots  Profit  brought  down 
.,    Rents  


C      a.    d. 

t0.040    0    0 

780    0    0 


DlrwtonTFtai  ;•..•• 

BalanM.  b«faif  net  Profit  carried  down 


To  Preference  Dividend  for  half-year  to 
30th  June,  1010     . . 
,.  BalaBMatiMr 


2.400  0  0 

1,000  0  0 

9,687  16  0 

£10,770  0  0 

C  t.  d. 

600  0  0 

10.427  16  0 

111,027  16  ~0 


By 


rrRoti 


£20,770  0 

0 

t     a. 

1.840  0 
0.6)17  16 

d. 

0 
0 

!  CI  1.027  16 

0 

Noi€  to  lUustration.  ,       »n  la  • 

The  provifiion  for  diiwount  should  be  calculated  on  tlie  figure  lor  .-^undiy  Debtoni,  vii. 
£5.320  less  £430  the  amount  row^rvrd  by  way  of  Bad  Debts. 
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In  the  case  of  Companies  such  as  Mines,  if  a  Balance  Sheet  is  required 
before  the  Company  has  reached  a  revenue-earning  stage,  it  is  not 
customary  to  show  a  Profit  and  Loss  Account,  but  to  carry  forward 
all  expenditure  in  the  Balance  Sheet. 


ILLUSTRATION- 


The  following  are  the  balances  on  the  books  of  the  X.  Mining  Company,  Limited,  at 
3l8t  December,  1919,  the  Company  not  having  at  that  date  reached  a  revenue-earning  stage. 
Draw  up  Balance  Sheet. 


Authorized  Share  Capital — 150,000  Shares  of  £1  each 

Issued  Share  Capital— 120,000  Shares  of  £1  each,  15s.  called  up 

Calls  in  arrear  on  200  Shares   . . 

Calls  paid  in  advance 

Sundr>'  Creditors 

Mine  Propertj-  Account  . . 
Preliminarv  and  Formation  Expenses 
Mine  Development  Account 
Mine  Buildings 
Machiner>'  and  Plant 
General  Stores — Stock  on  Hand 
General  Charges  at  Mine 
Incidental  lleceipts  at  Mine 
General  Charges  in  London 

Transfer  Fees         

Sundry-  Debtors 

Cash  at  Banks 

Cash  in  Hand 


£ 

s. 

d. 

150,000 

0 

0 

90,000 

0 

0 

100 

0 

0 

400 

•0 

0 

800 

0 

0 

73,305 

0 

0 

1,500 

0 

0 

4,000 

0 

0 

2,500 

0 

0 

1,100 

0 

0 

550 

0 

0 

1,600 

0 

0 

60 

0 

0 

1,400 

0 

0 

20 

0 

0 

150 

0 

0 

5,000 

0 

0 

75 

0 

0 

The  shares  in  respect  of  which  there  are  calls  in  arrear  have  been  forfeited 


Dr. 


THE     X.     MINING     COMPANY.     LIMITED. 
BALANCE    SHEET    31st    December,   1919. 


Ct. 


To  Authorized  Share  Capital— 
150,000  Shares  of  £1  each 

„  Issued  Share  Capital — 
120,000  Shares  of  £1  each, 
158.  per  sliare  called  up 
Less  200  shares  forfeited 

119,800  Shares     ,. 

Add  Calls  paid  in  advance 

„  Forfeited  Shares  Account 
„  Sundry  Creditors  . . 


By  Mine  Property 

„    Mine  Development  no 

„     Mine  Buildings     . . 

„    Machinery  and  Plant 

„  General  Stores — Stock  on 
hand 

„  Preliminary  and  Forma- 
tion Expenses  . , 

,,  General  Charges  at  Mine. . 
Less  Incidental  lleceipts 

„  General  Charges  in  London 
Less  Transfer  Fees 

„    Sundry  Debtors    . . 
„    Cash— 

At  Banks 

In  Hand 


1,600 
60 

0 
0 

0 
0 

1,400 
20 

0 
0 

0 
0 

5,000 
75 

0 
0 

0 
0 

£ 
73,305 
4,000 


s.  d. 
0  0 
0     0 


2,500  0  0 

1,100  0  0 

550  0  0 

1.500  0  6 


1,540     0     0 


1,380     0     0 
150     0     0 


5,075     0     0 


£91,100     0     0 


Note. — In  practice  it  would  be  advisable  to  set  out  the  General  Charges  in  London  and 
at  the  mine  in  detail. 
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(b)  Dividends. 

A  Limited  Company  having  accumulated  profits,  distributes  such 
profits  at  the  discretion  of  the  Directors  amongst  the  members  of  the 
Company  in  the  form  of  Dividends. 

A  Dividend  is  the  amount  distributable  to  the  Shareholders,  who 
receive  the  proportionate  part  to  which  they  are  entitled  in  proportion 
to  their  holdings,  having  due  regard  to  the  regulations  of  the  Company. 

A  Dividend  is  not  due  to  Shareholders  until  declared,  so  that 
Preference  Dividends  though  usually  payable  at  fixed  dates  are  not 
recoverable  against  the  Company  before  declaration. 

The  usual  procedure  in  important  businesses  is  to  transfer  the 
amount  payable  in  respect  of  any  Dividend  declared  to  a  special 
Dividend  Bank  Account,  against  which  the  Dividend  Warrants  are 
drawn.  In  the  books  of  Account  the  Dividend  ^vill  be  dealt  with  in 
total,  the  details  being  obtainable  from  a  Dividends  book  compiled 
for  each  occasion  a  Dividend  is  payable. 

The  following  illustration  gives  the  entries  necessary  in  the  books 
of  Account. 


ILLUSTRATiON- 

Thc  paid  up  capital  of  the  X.  Company,  Limited,  is  as  follows : — 

6%  Preference  50,000  Shares  of  £1  each  fully  paid. 
Ordinary  20,000  „         £1     „  „ 

A  Dividend  of  5  per  cent,  per  annum  was  declared  on  the  10th  July,  1919,  in  respect 
of  the  half-year  to  30th  June,  1019,  and  on  28th  January,  1920,  a  similar  Dividend  in  respect 
of  the  half-year  to  Slst  December,  1919,  was  also  declared,  together  with  a  Dividend  of 
10  per  cent.,  free  of  Income  Tax,  for  the  year  1919  on  the  Ordinary  Shares.  Give  the 
Journal  entries  recording  the  foregoing.     Income  Tax  6s.  in  the  £. 

JOURNAL. 


1010. 
July  10 


Jul.  S8 


Preference  Dividend  Account Dr. 

To  8uinlrlo« — 

Preference  Shareholders  ... 

Income  Tax  

Dividend  at  5%  per  annum  on  .'•o.(mk)  I'm  fm  tut)  ^iltaroa, 
luUf-f ear  to  30th  June.  lOltt.  a«  prr  MlruHr  .lat.-.l 


PnflBranM  Dlvtdcod  Aooonnt 
To  Sundric 


IncomB  Tax  

DIvMeod  at  6%  per  annum  on  60  000  Preference  tthaiM* 
hnU-yMtf  to  31st  Deoambrr.  1010.  aa  per  Minute  datMl 


£      a.   d. 
1.2A0    0    0 


C      t.   d. 

l.tM>    0    0 


t.    d. 


f-S    0 
S76    0 


t    a.  C 


81  tt 


Ordhianr  Dh1d«iid  Aceoanl     

To  Ordinary  Share' oldars     

Dividend  at  10%.  trsa  of  Inconw  Tax.  on  t0.000  Ordinary 
Shaiw  tor  tmt  M&d  aia»  Daoambur,  1919,  m  par  Minute 


i     s.  d. 

tooo  0  0 


«     •.   d. 
2.000    0    0 
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Notes  to  Illustraiicn 

Cash  paid  into  the  Dividend  Bank  Account  to  meet  each  such  Dividend,  will  be  posted 
in  one  sum  to  the  Preference  Shareholders'  Account  or  Ordinary  Shareholders'  Account  as 
the  case  requires,  thus  closing  the  Shareholders'  Accounts. 

Income  Tax  will  be  posted  to  credit  of  Income  Tax  Account,  thus  recouping  a  portion  of  the 
Income  Tax  paid  by  the  Company,  the  remainder  being  borne  by  the  Ordinary  Shareholders. 

As  regards  the  debit  balances  on  the  Dividend  Accounts,  these  will  be  dealt  with  as 
shown  in  the  following  section. 

Unclaimed  Dividends  will  be  readily  ascertained  from  the  Dividends  Pass  Book,  and 
should  be  treated  as  a  Liability  in  the  Balance  Sheet  as  against  which,  the  balance  as  per  the 
Dividend  Pass  Book  will  appear  as  an  Asset. 


(c)  Appropriation  Account. 

The  Capital  of  a  Limited  Company  being  fixed  and  only  alterable 
in  accordance  Tvdth  Statute,  any  disposable  surplus  must  remain  on 
the  Profit  and  Loss  Account  until  dealt  with.  In  order  to  distinguish 
the  actual  profits  earned  from  the  available  profits  the  forms  are 
ascertained  by  means  of  separate  Profit  and  Loss  Accounts  for  each 
period,  while  the  latter  are  shown  by  the  Appropriation  Account, 

The  Appropriation  Account  is  a  general  Profit  and  Loss  Account 
to  which  all  profits  or  losses  shown  by  the  periodical  Profit  and  Loss 
Accounts  are  transferred,  and  to  which  are  debited  all  appropriations 
of  profit  such  as  transfers  to  Reserves,  Dividends,  &c 

Any  balance  not  specifically  appropriated  will  remain  to  the  credit 
of  the  Appropriation  Account  and  is  technically  known  as  the 
"  Carry  forward." 

ILLUSTRATION- 

The  X.  Company,  Limited,  had  at  1st  July,  1919,  a  credit  balance  brought  forward 
from  1918  on  Profit  and  Loss  Appropriation  Account  of  £412  6s.  5d.  Profit  for  the  year 
1919  was  £6,354  8s.  2d.  At  the  General  Meeting  it  was  resolved  to  transfer  £2,000  to  Reserve, 
and  to  pay  the  Dividends  referred  to  in  the  previous  illustration.  Show  the  Appropriation 
Account  in  the  Company's  Ledger. 

Br.  APPROPRIATION   ACCOUNT.  Or. 


1919. 
July  10 
Dec.  31 

To  Preference  Dividend      ... 
„   Balance 

To  Reserve 

„  Preference  Dividend      ... 

„  Ordinary  Dividend 

„    Balance  carried  forward . . . 

£       8.    d. 
1,250     0     0 
5,516  14     7 

1919. 
July     1 
Dec.  31 

1920. 
Jan.     1 

Jan.   29 

By  Balance           

,,    Profit  and  Loss  Account 

By  Balance           

By  Balance            

£      s.    d 

412     6     5 

6,354     8     2  • 

£6,766  14     7 

£6,766  14     7 

1920. 
Jan.  28 

£       8.    d. 
2,000    0    0 
1,250     0     0 
2,000    0    0 

266  14     7 

£       8.    d. 
5,516  14     7 

£5,516  14     7 

£5,516  14     7 

£266  14     7 

Note. — The  First  portion  of  this  Account  will  appear  at  the  close  of  the  printed  Profit 
and  Loss  Account  for  1919,  while  the  Second  part  wiU  not  be  printed  till  the  Accounts  for  1920 
are  published,  when  it  will  be  followed  by  another  section  similar  to  the  First  portion  above. 
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(d)  Contingent  Liabilities. 

This  phrase  implies  that  there  are  certain  transactions  the  result 
of  which  is  not  yet  known,  and  which  may  or  may  not  involve  the 
payment  of  moneys  at  some  subsequent  date. 

The  most  familiar  example  is  in  the  case  of  Bills  Receivable  having 
been  discounted.  At  the  date  of  the  Balance  Sheet,  if  any  of  these 
bills  are  still  outstanding,  there  will  be  a  contingent  liability  to  the  extent 
thereof,  since,  if  the  acceptors  do  not  meet  them  at  maturity,  the  holders 
wdll  have  a  right  of  recourse  against  the  drawer  or  prior  endorsers. 
Since  it  is  unknown  at  the  date  of  the  Balance  Sheet  whether  the  bills 
will  be  met  in  due  course  or  not,  a  note  should  be  inserted  stating  that 
there  is  a  contingent  liability  in  respect  of  bills  under  discount,  amounting 
to  £  .     When  it  is  expected  that  one  or  more  of  the  bills  will  not 

be  met,  proper  reserve  should  be  made  against  the  anticipated  loss. 

Other  instances  of  Contingent  Liabilities  are  Uncalled  Liability  on 
Shares  held.  Liabilities  under  Guarantees,  or  in  respect  of  outstanding 
actions,  &c.  Contingent  Liabilities  may  also  exist  in  respect  of  contracts 
for  work  only  partly  performed,  trade  contracts,  &c.,  but  it  is  only  usual 
to  note  on  the  face  of  the  Balance  Sheet  the  existence  of  those  Contingent 
Liabilities  which,  should  they  accrue,  might  involve  actual  loss  to  the 
concern.  Other  Contingent  Liabilities  which,  when  they  accrue,  will 
result  in  the  acquisition  of  an  asset  of  corresponding  value,  are  sometimes 
omitted  ;  though  a  note  should  be  made  where  tlie  amount  involved  is 
of  any  consequence. 


(e)  Arrears  of  Cumulative  Preference  Share  Dividend. 

It  is  considered  by  some  that  these  arrears  are  in  the  nature  of  a 
Contingent  Liability,  which  should  be  stated  as  such  on  the  Balance 
Sheet  of  a  Company.  Whether  this  is  so  or  not  depends  on  the  Articles 
of  the  Company,  but  as  most  Articles  give  power  to  the  Directors  to 
l^ut  to  reserve  before  the  payment  of  any  dividend,  preference  or  other- 
wise, the  payment  of  these  arrears  will  be  contingent,  not  only  on  the 
fact  of  profits  being  earned,  but  also  on  the  resolution  of  the  Directors 
to  pay  them.     The  latter  being  optional,  destroys  the  argument  that 
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these  arrears  are  Contingent  Liabilities,  since  the  term  itself  negatives 
any  idea  of  option  in  the  matter.  Moreover,  the  Balance  Sheet  is  not 
the  Balance  Sheet  of  the  Ordinary  Shareholders  or  the  Preference  Share- 
holders, but  of  the  Company  as  a  whole,  and  whether  future  dividends 
'will  be  payable  to  one  or  another  class  of  Shareholders  does  not  affect 
the  position  of  the  Company  at  any  given  time.  As,  however,  the 
information  is  of  interest  to  both  classes  of  Shareholders,  the  existence 
of  any  such  arrears  should  be  noted  on  the  Balance  Sheet,  though  this 
certainly  cannot  be  insisted  upon. 


§  16. — The  Amalgamation  of  Companies. 

The  principal  point  to  consider  in  dealing  with  cases  where  a  new 
Company  is  formed  to  take  over  the  businesses  of  two  or  more  Companies, 
will  be  the  valuation  of  the  assets  of  each  particular  Company  in  relation 
to  the  assets  of  the  other  or  others.  It  is  usual  for  the  new  Company 
to  take  over  the  liabilities  of  the  old  Companies,  and  for  fully  paid  shares 
in  the  new  Company  to  be  issued  to  Shareholders  in  the  old  Companies 
in  proportion  to  their  holdings  and  the  relative  value  of  their  shares. 

Where  accumulated  profits,  such  as  a  credit  balance  to  Profit  and 
Loss,  General  Reserve  Account,  &c.,  remain  undistributed  in  the  books 
of  the  old  Companies,  it  is  important  to  note  that  these  are  not  available 
for  revenue  purposes  in  the  case  of  the  new  Company,  since  they  will 
be  represented  by  assets  which  are  actually  purchased  by  the  new 
Company.  If  the  amounts  in  question  are  large  they  should  certainly 
be  capitalised,  and  additional  shares  in  the  new  Company  issued  to 
the  Shareholders  in  the  old  Companies  who  may  be  entitled  to  such 
profits. 

Where  these  balances  are  not  sufficiently  important  they  should 
either  be  put  to  a  Special  Reserve  Account,  not  available  for  revenue 
purposes,  or  be  written  off  the  Goodwill,  or  some  of  the  fixed  assets 
acquired. 
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illustration- 
Two  Companies,  whose  businesses  are  of  a  kindred  nature,  wish  to  amalgamate,  and  a 
new  Company  is  formed  to  take  over  their  respective  Assets  and  LiabQitie«.      The  following 
are  the  respective  Balance  Sheets  : — 


Dr. 


JONES   &   JOHNSON.   LIMITED. 
Balance  Sheet  31st  December,   1919. 


Cr. 


Share  Capital— 

75,000  Shares  of  £1  each  folly  paid 

Sundry  Creditors 

Ileserve  Account 

Profit  and  Loss  Account 


s.   d. 


75,000 

8,300 

4,200 

800 


£83.300     0     0 


Goodwill 

Freehold  Premises 

Plant  and  Machinery' 

Stock 

Sundry  Debtors. . 

Caah 


£ 

s. 

d. 

30,000 

0 

0 

10,000 

0 

0 

18,300 

0 

0 

10,000 

0 

0 

7,500 

0 

0 

1,500 

0 

0 

^^3^ 

^ 

0 

Dr. 


BLACK    &   SONS,    LIMITED. 
Balance  Sheet  3  1st  December,   1919. 


Cr. 


Share  Capital— 

45,500  Shares  of  £1  each  fuUy  paid 

Sundry  Creditors 

Profit  and  Loss  Account 


B.  d. 


45,500 
2,000 
4,500 


£52,000     0     0 


Goodwill 

Plant  and  Machinery 

Stock 

Sundry  Debtors. . 

Cash 


£ 

s. 

d. 

20.000 

0 

0 

13.450 

0 

0 

11.560 

0 

0 

8.000 

0 

0 

1.000 

0 

0 

£52.000 

0 

0 

Assuming  the  assets  in  each  case  to  be  worth  their  book  value,  what  would  be  the  best 
way  of  carrying  out  the  amalgamation  t     Give  the  Balance  Sheet  of  the  new  Company. 

The  book  value  of  the  net  assets  of  Jones  &  Johnson,  Limited,  is  arrived  at  as  follows  : 


Urou  Assets  . . 
L€$i  LiabUities 


From  the  Shareholders*  point  of  view  this  amount  is  represented  by : — 


Share  Capital 
Retenre  Aocoont 
Profit  and  Lou  Account 


£        ■.  d. 

83.300     0     0 

3.300     0     0 

£         t.   d. 
£S0.000    0    0 

nted  by : — 

£         •.   d. 

75.000     0     0 

4,200     0     0 

800     0     0 

£M\000     0     0 

In  a  similar  manner  the  book    value  of  the   net  assets   of  Black  dc  Sons,  Limited,  is 
£50,000,  represented  as  follows  :— 


Share  Capital 

Profit  and  Loss  Account 


£        1.  d. 

45,500    0    0 
4,600    0    0 


CM.000    0    0 


It  is  apparent,  therefore,  that  shares  in  the  new  Company  should  bo  issued  as  follows  : — 
To  the  Shareholders  of  Jones  it  Johnson,  Limited,  80.000  shares  of  £1  each  fully 

paid,  being  at  the  rate  of  16  now  shares  for  every  10  old  ;  and 

To  the  Shareholders  of  Black  it  Sons,  Limited,  50,0<>u  nharm  of  £1  each  fully 

paid,  being  at  the  rate  of  100  new  shares  for  every  01  old. 
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Fractions  of  shares  will  require  to  be  dealt  with.  The  usual  method  is  to  allot  to  the 
Liquidator  of  the  Company  concerned  the  number  of  shares  represented  by  the  addition  of 
the  fractions.  He  will  realise  these  shares  at  the-  best  price  possible,  and  distribute  the 
proceeds  to  the  parties  entitled  thereto. 

The  new  Balance  Sheet  will  then  be  as  follows  : — 


Dr. 


NEW  COMPANY'S   BALANCE   SHEET   31st   December,    1919. 


Cr. 


Share  Capital— 

130.000  Shares  of  £1  each  folly  paid 
Snndry  Creditors  . .         


130,000 
6,300 


Goodwill 

Freehold  Premises 

Plant  and  Machinery 

Stock 

Sundry  Debtors . . 

Cash 


£ 
50,000 
10,000 
31,750 
27,550 
13,500 
2,500 


£135,300  0  0 


£135,300  0  0 


§  17.— The  Absorption  of  one  Limited  Company  by  another. 

Where  one  Limited  Company  buys  up  the  business  of  another, 
a  process  which  has  become  very  frequent  of  late  years  for  the  purpose 
of  reducing  estabUshment  charges  and  management  expenses  generally, 
it  will  be  necessary  for  the  Company  absorbed  to  go  into  voluntary 
liquidation,  and  in  such  a  case  the  Purchasing  Company  usually  takes 
over  the  ordinary  trade  liabihties,  debentures  either  being  paid  off  in 
cash  or  exchanged  for  new  debentures  in  the  Purchasing  Company. 


(a)  Journal  Entries  for  Closing  the  Vendor  Company's  Books. 

These  entries  will  follow  on  similar  lines  to  those  required  for  the 
purpose  of  closing  the  books  of  a  firm  on  dissolution,  and  will  be  as 
follows  : — 

(1)  Credit  all  the  accounts  representing  assets  to  be  sold,  and  debit 

a  ReaUsation  Account. 

(2)  If   any   Uabihties    are    being    taken    over,    debit   the   Liabihty 

Accounts,  and  credit  the  Realisation  Account. 

(3)  Debit  the  Purchasing  Company's  Account,  and  credit  Reahsation 

Account  with  the  total  amount  of  the  purchase  consideration. 

(4)  Credit  the  Purchasing  Company's  Account,  and  debit  the  proper 

asset  accounts  in  respect  of  the  items  forming  the  purchase 
consideration,  such  as  Cash,  Shares,  &c. 
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(5)  If  any  expenses  are  paid  by  the  Vendor  Company,  credit  cash 

and  debit  the  Realisation  Account. 

(6)  The  balance  on  the  Realisation  Account  will  represent  profit  or 

loss,  which  should  be  transferred  to  the  Shareholders'  Account. 

(7)  Any  profit  balances,  such  as  the  credit  balance  of  Profit  and 

Loss,  Reserve  Account,  &c.,  should  be  transferred  to  the  Share- 
holders' Account,  together  with  the  balance  of  the  Capital 
Account. 

(8)  Debit  the  Shareholders'   Account  with  the  assets  forming  the 

purchase  consideration  when  the  distribution  takes  place, 
and  credit  the  respective  accounts  of  Cash,  Shares  in  Pur- 
chasing Company,  &c.  This  will  close  the  books  of  the  Vendor 
Company. 

(b)  Journal  Entries  for  Opening  the  Purchasing  Company's  Books. 

(1)  Debit  Accounts  for  the  various  assets  acquired,  and  the  Good- 

will (if  any),  and  credit  the  Vendor  Company  and  any  liabilities 
that  may  be  taken  over.  The  Goodwill  will  be  the  difference 
between  the  actual  assets  acquired,  less  liabilities,  and  the 
purchase  consideration  payable  to  the  Vendor  Company. 

(2)  Debit  the  Vendor  Company,  and  credit  Share  Capital  Account, 

Cash,  &c.,  representing  the  discharge  of  the  purchase  con- 
sideration. 

(c)  Shares  issued  at  a  Premium  Valuation. 

When  the  Purchasing  Company's  shares  are  issued  to  the  Share- 
holders in  the  Vendor  Company  at  a  premium  valuation,  this  premium 
should  be  brought  into  the  books  of  both  Companies,  in  order  that  the 
transaction  may  be  completely  recorded.  If  it  is  not  brought  into  the 
Vendor  Company's  books,  the  result  of  the  transaction  there  may  show 
as  a  loss,  when,  as  a  matter  of  fact,  there  may  have  been  a  large  profit ; 
while  if  it  is  not  brought  into  the  Purchasing  Company's  books,  the 
price  paid  for  the  assets  acquired  will  appear  to  be  very  much  less  than, 
as  a  matter  of  fact,  it  really  is,  and  consequently  the  price  actually  paid 
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for  Goodwill  will  be  correspondingly  diminished.  In  the  Purchasing 
Company's  books  the  premium  on  the  shares  issued  to  the  Vendor 
Company  should  be  placed  first  to  a  Premium  on  Shares  Account. 
Whether  this  account  should  be  used  for  writing  down  the  Goodwill 
of  the  business  acquired,  or  carried  to  General  Reserve  Account,  or 
otherwise  dealt  with,  will  depend  upon  the  circumstances  of  the  case. 

(d)  Treatment  of  Revenue  Balances. 

The  accumulated  profit  balances  of  the  Vendor  Company  should 
not  be  brought  into  the  Purchasing  Company's  books,  since,  as  mentioned 
in  the  preceding  section,  these  are  not  available  for  distribution  ;  more- 
over, they  were  represented  by  assets  in  the  Vendor  Company's  Balance 
Sheet,  which  have  been  purchased  by  the  other  Company,  and  con- 
sequently, if  the  latter  brings  in  these  accumulated  profits,  this  treatment 
will  have  the  effect  of  proportionately  increasing  the  book  value  of  the 
Goodwill,  and  wall  misrepresent  the  proper  state  of  affairs.  The  items 
should  be  ignored  altogether  in  the  Purchasing  Company's  books. 


ILLUSTRATION— 

The  Wolverhampton  Electric  Company,  Limited,  is  absorbed  by  the  United  Electric 
Company,  Limited,  the  consideration  being  the  assumption  of  the  liabilities,  the  discharge 
of  the  debenture  debt  at  a  premium  of  5  per  cent.,  by  the  issue  of  5  per  cent,  debentures  in  the 
United  Company,  and  a  payment  in  cash  of  £3  per  share,  and  the  exchange  of  three  £1  shares 
in  the  United  Company,  at  an  agreed  value  of  £1  10s.  Od.  per  share,  for  every  share  in  the 
Wolverhampton  Company. 

Close  off  the  books  of  the  Wolverhampton  Company,  giving  both  Journal  Entries  and 
Ledger  Accounts,  and  show  the  opening  Journal  Entries  in  the  books  of  the  United  Company. 

The  following  is  the  Balance  Sheet  of  the  Wolverhampton  Company  at  the  date  of 
Transfer : — 


Dr. 


WOLVERHAMPTON   ELECTRIC   COMPANY,   LIMITED. 
Balance  Sheet  31st  December,   1919. 


Cr. 


Share  Capital  — 

60,000  £5  Shares  fully  paid 

5  Vo  Debentures 

Sundry  Creditors  . . 
Workmen's  Proflt-Snaring  Fund 
Accident  Compensation  Fund     . 
General  Reserve  Account 
Profit  and  Loss  Account 


300,000 

150,000 

20,000 

10,000 

5,000 

32,000 

3,000 


Goodwill 

Land  and  Buildings 

Plant  and  Machinery    . . 

Patents 

Patterns  and  Dra-»'ings 

Work  in  Progress  and  Stocks  on  Hand 

Su"dry  Debtors. . 

Investments  on   Compensation    Fund 

A ccount 
Cash  at  Bank  and  in  Hand     . . 


£520,000     0     0 


£ 

s. 

d. 

25,000 

0 

0 

76,500 

0 

0 

220,000 

0 

0 

5,000 

0 

0 

2,500 

0 

0 

106,000 

0 

0 

45,000 

0 

n 

5,000 

(1 

0 

35,000 

0 

0 

£520,000 

0 

0 
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Realisation  Account  Dr. 

To  Sundry  Assets         

Being  sundry  assets  sold  to  the  United  Electric  Co.  as  per  Balance  Sheet  of 
3l8t  December,  1919. 


£       s.  d.     {  £       s.  d. 

520,000    0    0 

520,000    0    0 


Sundry  Liabilities     . . 

To  Realisation  Account  

Sundry  Creditors 

Workmen's  Profit-Sharing  Fund 

Being  liabilities  taken  over  by  United  Electric  Co. 


Realisation  Account  

To  Debenture  Account 

Being  Premium  of  5%  now  provided  for. 


Purchasing  Co.  (United  Electric  Co.,  Limited)    . . 

To  B^lisation  Account  

Being  Purchase  Price  as  per  Agreement. 


Sundries — 

To  Purchasing  Co 

Cash 

Shares  (United  Electric) 

180,000  Shares  of  £1  each,  fully  paid,  at  £1  10s.  per  share 
Debenture  Account  . . 

5%  Debentures  exchanged. 

Being  discharge  of  Purchase  Consideration. 


Dr. 


Dr, 


Dr. 


20,000     0     0 
10,000     0     0 


7,500     0    0 


fl07,500     0    0 


30,000     0     0 


7,500     0    0 


180,000     0     0 
270,000     0     0 

157.500     0  *0 


007,500    0    0 


W7,500     0     0 


Sundries —  Dr. 

To  Shareholders'  Account 

Accident  Compensation  Fund         5,000    0    0 

General  Reserve  Account 32,000    0    0 

Profit  and  Loss  Account 3,000    0    0 

Realisation  Account : — Profit  on  Transfer  110,(XK)    0    0 

Share  Capital  Account         300,000    0    0 

Being  Balances  Transferred. 


450,000     0    0 


Shareholders'  Account  Dr. 

To  Sundries — 

Cash 

United  Electric  Shares  Account 

Being  3  Shares  of  £1  each  valued  at  £1  10s.  per  share  for  each  of  00,000  Shares, 
and  £3  per  share  in  cash  for  each  of  60,000  Shares  distributed  to  Sharetiolders. 


450.000  0  0 


180,000  0  0 
270.000  0  0 


Dr. 


WOLVERHAMPTON   COMPANY'S   LEDGER. 
REALISATION   ACCOUNT. 


Sundry  Assets 
I^remlum  on  Drbenturex  . 
Shareholders'  Account,  Profit  on  abturp* 
tlon  


i!ss 

t. 

0 
0 

8 

110.000 

0 

0 

£0.'{7.:>00 

0 

0 

iUes 

Co.,  Uinlt«d 


£ 

30,000 

607,500 


».   d 


£437,600     0     0 


Dr. 


SL-NDKi     LlAlilLlilbS. 


Cr 


Baallsaiion  Account 


£        s.  d. 
80,000    0    0 

£80.000    0    0 


SoBdry  Cndlton 
Pioil-Sliamif  Pnod 


£  s.  d. 

20,000  0  0 

10.000  0  0 

no.ooo  0  0 
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Cr. 


United  Electric  Co.,  Limited 


£         s.   d. 

157,500     0     0     !       Balance 

'       lleallsation  Account— Preiniuin 


£157.500     0     0 


£         s.    d. 

150,000     0     0 

7.500     0     0 


£157,500     0     0 


Dr. 


SHAREHOLDERS'    ACCOUNT. 


Cr. 


Cash            

Untted  Co.'8  Shares  Account      . . 

£        B.  d. 
180,000    0    0 
270,000     0     0 

Share  Capital 

Sundries 

£        8.  d. 
300,000    0    n 
150,000     0     0 

£450,000     0     0 

£450,000     0     0 

Dr. 


UNITED    ELECTRIC   SHARES   ACCOUNT. 


Cr, 


United  Electric  Co.,  Liniited 


£        s.  d. 
270,000    0    0 


Shareholders*  Account 


£        8.  d. 
270,000    0    0 


Dr. 


WORKMEN'S    COMPENSATION   FUND. 


Cr. 


Shareholders'  Account 


£        8.  d. 
5,000    0    0 


Balance 


£        8.  d 
5,000     0     0 


Dr. 


GENERAL  RESERVE  ACCOUNT. 


Or, 


I  £        s.   d. 

Shareholders'  Account I      32,000    0    0 


Balance 


£        8.  d. 
82,000     0     0 


Dr. 


PROFIT   AND    LOSS    ACCOUNT. 


Or. 


Sliareholders'  Account 


£         8.   d. 
3.000     0     0 


Balance 


£        8.   d. 
3,000     0     0 


Dr. 


UNITED    ELECTRIC    COMPANY,    LIMITED. 


Cr. 


Realisation  Account 


£        s.  d.    Ij 
607,500     0     0     I       Sundries 


£        8.  d. 
607,500     0     0 
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Sundries.  T)t 

To  Sundries- 
Land  and  Buildings  . . 

Plant  and  Machinery  

Patents  

Patterns  and  Drawings        

Work  in  Progress  and  Stocks  on  Hand 

Sundry  Debtors         

Investments   . . 

Casli  at  Bank  and  in  Hand  

Goodwill         

Wolverhampton  Electric  Company,  Limited  

Sundry  Creditors  

Workmen's  Profit-Sharing  Fund        

Being  Sundry  Assets  and  Liabilities  taken  over  as  per  Purchase  Agreement 


£         «.    d. 

£ 

s. 

d. 

76.500     0     0 

-JO.OOO     0     0 

5.000     0     0 

2,500     0     0 

106.000     0     0 

45.000     0     0 

5,000     0     0 

S5.000     0     0 

142,500     0     0 

607,500 

0 

0 

20.0>.0 

0 

0 

10.000 

0 

0 

£637,500     0     0       £637.500     0     0 


£        s.  d.  £         s.   d. 

Wolverhampton  Electric  Company.  Limited Dr.  607,500    0    0 

To  Sundries  :— 

Cash 180.000     0    0 

5%  Debenture  Account 157,500    0    0 

Share  Capital  Account — 

180,000  Shares  of  £1  each 180,000    0     0 

Premium  on  Shares  Account          . .  90,000    0    0 

Being  discharge  of  Purchase  Consideration,  the  shares  being  taken  as  issued  at 
£1  10s.  per  share.  


0    0      £607.500    0    0 


£607,500 


Notes  to  lUuatraiion. 

(1)  Workmen's  Profit-Sharing  Fund. 

This  represents  accumulations  of  past  profits  placed  to  the  credit  of  those  workmen  who 
have  not  drawn  their  shares  out  in  cash.  Consequently  it  must  be  taken  into  the  books  of 
the  United  Company  as  a  liability. 

(2)  Accident  Compensation  Fund. 

This  fund  has  been  raised  by  the  Wolverhampton  Company  out  of  profits,  and  is  repre- 
sented by  specific  investments.  Since  there  remains  a  credit  balance  on  the  Fund  Aooount 
at  the  date  of  the  sale  of  the  undertaking,  it  is  obvious  that  the  Wolverhampt4)n  Company 
has  made  a  profit  to  the  extent  of  £5,000  by  taking  their  own  risks  instead  of  insuring  outside. 
Therefore,  although  the  United  Company  takes  over  the  investments  representing  saoh 
insurance  profits,  it  only  buys  them  qua  investments,  and  should  not  bring  the  Fund  Account 
into  its  books.  In  the  Vendor  Company's  books  the  balance  of  this  Fund  Account  will  be 
transferred  to  the  Shareholders*  Account  in  common  with  the  other  accumulated  profit  balances. 

(3)  Goodwill. 

The  final  figure  of  Goodwill  £142,500  showing  in  the  United  Company's  books,  is  arrived 
at  by  taking  the  difference  between  the  actual  assets  acquired  and  the  purohase  consideration, 
plus  liabilities  taken  over. 

The  amount  can  be  proved  as  follows : — 

£  s.  d. 

Goodwill  as  per  Vendor  Company's  books                                  25,000  0  0 

Profit  on  absorpUon  ditto 110,000  0  0 

Premium  on  Debentures  unrepresented  by  asHit                           7,500  0  0 


£142,500    0    0 
O 
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(4)  Premium  on  Shares. 

This  has  been  recorded  in  the  books  of  both  Companies.  Had  it  been  omitted,  in  the 
Vendor  Company's  books  the  profit  on  absorption  would  only  have  shown  as  f20,000  instead 
of  £110,000,  and  in  the  Purchasing  Company's  books  the  Goodwill  Account  would  only  have 
stood  at  £52,500  instead  of  £142,500. 


(e)  Treatment  where  Shares  are  partly  called  up. 

The  following  is  an  illustration  of  the  absorption  of  one  Banking 
Company  by  another,  where  the  shares  in  each  Company  are  only  partly 
called  up.  In  such  a  case  as  this,  if  the  shares  of  the  Purchasing  Bank 
are  issued  at  a  premium  valuation,  the  premium  in  respect  thereof  would 
be  placed  immediately  to  the  Reserve  Account  of  the  Bank,  as  this  account 
is  of  a  permanent  nature,  and  is  not  used  for  ordinary  transactions. 

ILLUSTRATION- 

A  Bank,  having  a  Capital  of  £1,000,000  in  50,000  shares  of  £20  each  (upon  which 
£3  10s.  Od.  per  share  was  paid  up),  and  a  reserve  of  £150,000,  and  whose  shares  stood  in  the 
market  at  £12,  was  taken  over  by  a  Bank  having  a  capital  of  £3,000,000  in  50,000  shares  of 
£60  each  (upon  which  £10  per  share  was  paid  up),  and  a  reserve  of  £400,000,  and  whose  shares 
stood  in  the  market  at  £37,  on  the  terms  that  one  share  in  the  Purchasing  Company  was  given 
for  three  shares  in  the  Purchased  Company. 

What  are  the  entries  to  be  made  in  the  Purchasing  Company's  books  to  give  effect  to 
the  arrangement,  and  how  will  its  Share  Capital  and  Eeserve  then  stand  ? 

£  s.  d. 
The  net  assets  of  the  Purchased  Bank  will  be  equivalent  to  the 

total  of  the  Paid-up  Capital 175,000  0  0 

And  the  Reserve           150,000  0  0 


£325.000     0     0 


And  the  Journal  Entry  in  the  Purchasing  Company's  books  will  therefore  be  :- 


Sundry  Net  Assets.  Dr. 

To  Sundries — 
Share  Capital  Account : — 
Being  one  Share  of  £60 — £10  per  Share  paid  up — issued  for  every  three  Shares 
of  50,000  Shares  held  in  the  Purchased  Bank- 16,666  Shares  £10  paid  up    . . 
Cash  :— 

Payment  in  lieu  of  fraction  of  Shares 

Reserve  Account  

Being  excess  of  Assets  acquired  over  purchase  consideration. 


£  3.   d. 

325.000     0     0 


s.    d. 


166,660     0     0 

24  13     4 
158.315     6     8 


£325,000     00     I  £325,000     0     0 


The  Purchasing  Company's  Share  Capital  will  then  be  as  follows  :— 66,666  Shares  of 
£60  each,  £10  per  Share  paid  up,  £666,660,  and  its  Keserve  will  stand  at  £558,315  6s.  8d. 

The  excess  of  not  assets  acquired  over  the  par  value  of  the  Shares  issued  in  the  above 
Illustration  is  consequent  u])on  the  market  value  of  the  Shares  issued,  and  represents  the  premium 
valuation  thereof. 
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§  18.— Reduction  of  Capital. 

The  Companies  (Consolidation)  Act,  1908,  §  46,  makes  provision 
for  the  Reduction  of  Share  Capital  under  certain  conditions  as  follows  : — 

4G. — (1)  Subject  to  confirmation  by  the  Court,  a  Company  limited  by  shares,  if  so 
authorised  by  its  articles,  may  by  special  resolution  reduce  its  share  capital  in  any  way,  and 
in  particular  (without  prejudice  to  the  generality  of  the  foregoing  power)  may-- 

(a)  Extinguish  or  reduce  the  liability  on  any  of  its  shares  in  respect  o^  share  capital 
not  paid  up ;  or 

(6)  Either  with  or  without  extinguishing  or  reducing  liability  on  any  of  its  shares, 
cancel  any  paid-up  share  capital  which  is  lost  or  unrepresented  by  available 
assets;  or 

(c)  Either  with  or  without  extinguishing  or  reducing  liability  on  any  of  its  shares, 
pay  off  any  paid-up  share  capital  which  is  in  excess  of  the  wants  of  the  Company, 

and  may,  if  and  so  far  as  is  necessary,  alter  its  memorandum  by  reducing  the  amount  of  its 
share  capital  and  of  its  shares  accordingly. 

(2)  A  special  resolution  under  this  section  is  in  this  Act  called  a  resolution  for  reducing 
share  capital. 

Where  the  proposed  reduction  of  Share  Capital  involves  either 
diminution  of  liability  in  respect  of  unpaid  Share  Capital,  or  the  payment 
to  any  Shareholder  of  any  paid-up  Share  Capital,  and  in  any  other  case 
if  the  Court  so  directs.  Creditors  are  entitled  to  object,  and  those  so 
objecting  must  be  either  paid  of!  or  secured. 

In  assenting  to  a  scheme,  the  principal  points  the  Court  takes  into 
consideration  are  the  protection  of  the  rights  of  Creditors,  and  the 
equitable  adjustment  of  the  loss  between  the  various  classics  of  Share- 
holders, having  regard  to  their  rights  both  from  Dividends  and  Capital 
points  of  view.  The  arrangement  of  a  scheme  acceptable  to  all  parties 
and  to  the  Court  is  a  matter  of  much  difficulty,  and  it  is  not  possible 
here  to  deal  with  the  subject  otherwise  than  quite  generally,  since  every 
case  must  be  considered  on  its  own  merits. 


(a)  Writing  off  Capital  unrcprcaentcd  by  available  Assets. 

The  following  Illustration  shows  the  entries  in  a  Company's  books, 
consequent  on  a  reduction  of  capital  unrepresented  by  available  assets. 

o2 
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ILLUSTRATION- 

A  Brewery  Company's  Balance  Sheet  was  as  follows : — 

CAPITAL    AND    LIABILITIES. 


16,000  Ordinary  Shares  of  £10  each  fully  paid 
20,000  7  %  Preference  Shares  £10  each  fully  paid 
21,732  5  %  Preference  Shares  £10  each  fully  paid 
6k  %  Debenture  Stock 

■»     /O  ,1  »  •  •  •  •  •  •  «  • 

Mortgage  Creditors 
Trade  and  Loan  Creditors 
Unpaid  Dividends  and  Interest 


£ 

s. 

d. 

150,000 
200,000 
217,320 

0 
0 
0 

0 
0 
0 

150,000 
420,000 
263,700 

0 
0 
0 

0 
0 
0 

{         117,000 
!                200 

0 
0 

0 
0 

1  £1,518,220 

0^ 

_p  - 

ASSETS. 


Goodwill  and  Ingoings 

Freehold  Properties 

Leasehold        „  

Short  Leaseholds 

Plant  and  Utensils  

Horses  and  Carts,  &c 

Bottling  Plant        

Furniture  and  Fittings    . . 

Debtors 

Prepaid  Bents,  Rates,  Licenses,  Insurance  and  Compensation  Charges 

Stocks         

Cash  in  Hand  and  at  Bankers 

Caoitni  Suspense  for  renovation  of  houses 

Profit  and  Loss 


£ 

s. 

d. 

180,600 

0 

0 

1,103,550 

0 

0 

41,200 

0 

0 

5,250 

c 

0 

6,100 

0 

0 

11,650 

0 

0 

450 

0 

0 

13,000 

0 

n 

17,000 

0 

u 

7,000 

0 

0 

36,000 

0 

u 

12,000 

0 

0 

46,420 

0 

0 

38,000 

0 

0 

£1,518,220 

0 

0^ 

An  action  against  certain  members  of  the  Board  was  in  progress,  which  ultimately 
resulted  in  a  cash  return  by  them  of  £11,000,  and  a  revaluation  of  the  properties  was 
obtained,  and  it  was  agreed  (with  the  sanction  of  the  Court)  that  the  assets  should  be  reduced 
by  £202,928,  to  include  a  necessary  expenditure  to  be  incurred  upon  renovation  of  houses 
estimated  at  £38,000,  such  reduction  being  as  follows  : — 

Freehold  Property 

Plant  and  Utensils 

Horses  and  Carts,  &c. 

Furniture  and  Fittings 

Capital  Suspense 

Future  Expenditure  on  renovation  of  houses 

Profit  and  Loss — Balance 


£ 

s. 

d. 

67,508 

0 

0 

3,000 

0 

0 

4,000 

0 

0 

6,000 

0 

0 

46,420 

0 

0 

38,000 

0 

0 

38,000 

0 

0 

The  various  classes  of  Shareholders  made  considerable  sacrifices,  the  Ordinary  Shareholders 
reducing  their  share  denomination  from  £10  to  £3,  the  7  per  Cent.  Preference  Shareholders 
reducing  their  rate  of  dividend  to  5^  per  cent.,  and  the  5  per  Cent.  Preference  Shareholders 
reducing  their  share  denomination  from  £10  to  £6,  both  of  the  latter  classes,  however,  to  rank 
for  a  non-cumulative  further  dividend  of  1|  per  cent,  whenever  a  dividend  of  6  per  cent,  was 
paid  to  the  Ordinary  Shareholders. 

Make  the  Journal  Entries  recording  the  above  transactions,  and  draw  up  the  Balance 
Sheet  thereafter.    ' 
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Sundries : —  Df. 

To  Capital  Reduction  Account : — 

Ordinary  Sljare  Capital — 

Reduction  of  £7  per  share  on  15,000  shares        

5  %  Preference  Share  Capital — 

Reduction  of  £4  per  share  on  21,732  shares        

Being  reduction  of  Capital  sanctioned  by  Order  of  the  Court  dated 

Cash:—         Dr, 

To  Capital  Reduction  Account  

Bein({  amount  recovered  by  Members  of  the  Board  as  the  result  of  a  legal  action, 
to  be  utilised  in  writing  off  Capital  Losses. 


£       •.  4. 

105,000     0     0 
8«,«28    0    0 


£       S.  d. 
191.M8    0    0 


11/WO    0    0 


11.000    0    0 


Capital  Reduction  Account 

To  Sundries : — 

Freehold  Property 
Plant  and  Utensils 

Horses  and  Carts,  &c 

Furniture  and  Fittings 

Capital  Suspense  Account 

Suspense  Account  for  future  expenditure  on  renovation  of  houses 

Profit  and  Loss  Account — Debit  Balance        

Being  losses  written  off  as  per  order  of  tlie  Court  dated 


Dr. 


THE    BREWERY    COMPANY.    LIMITED    AND    REDUCED. 
Balance  Sheet. 


To  Share  Capital :—  \ 
15,000  Ordinary  Share* 
of  £10each  fully  paid, 
reduced  by  order  of 
the  Court  to  £3  each 
20,000  7  %  Pr<-fcrence 
Slian-9  of  £10  each 
fully  paid,  reduced 
by  order  of  the  Court 
to  rank  for  Dividend 
at  5i%        .. 

21,732  5  %  Preference! 
Shares  of  £10  each 
fully  paid,  reduced 
by  order  of  the  Court 


s.  d. 


45,000     0     0 


200,000     0     0 


to  £«  each 


,1  180.302     0     0 


5t  %  Debenture  Stock  150,000 
4%  „  „     1 4^0,000 

Mortii«e  Credlton  ..| 
Trade       and       Loui 

Crediton    .. 
UanUd   Intemt  nad 
JH^denda  ..        ..| 
SttepeoM  Aoooont  i—'  i 

Amount  pcoirtded  by 

order  of    the  Court 

for  ftttore  expendl* 
irMovnUoiiof 


B.  d. 


570.000 
t«S.700 


117.000 


S75.902     0     0 


0     0 
0     0 


0     0 
0     0 


0     0 


By  Goodwill  and  luKouigs 
Freehold  Projwrties    .. 
Leu  written  off  by 
order  of  the  Court 

Leasehold  Properties  . . 
Short  Leaseholds 
Plant  and  Utensils 
Le$t  written  ofT  by 
order  of  the  Court 

Horaee  and  Oarte,  Ac. 
IM$  Written  off  by 
order  of  the  Ooori 

BotUing  Plant 
Furniture  and  Fittings 
I«M  written  off  by 
order  of  the  Court 

Stock*   

■ 

inauranccj 
OMtTlB  Budiuid  at 


£l,l£4»t»l    0    0 


£  s.   d. 

1,103.550     0     0 
67,508     0     0  I 


Cr. 


PNmM   lUota.    Rates. 

IilDBnOMB, 


oTRoveaa 
£#«f  written  oil  by 
order  of  the  Court 


imm  written  off  by  , 
of  the  Oowrt  I 


0.100 
8,000 


ISJ 


£ 

iao.600 


t.  d. 

0     0 


0     0 
0     0 


1/»«,A41 

41,S0O 

6,150 


11,650     0     0 
4.000     0     0 


0     0 
0    0 


46.410    0    0 
46,410    0    0 


7.650 
4S0 

7,000 
S6.000 

17,000 


S.100     0     0 


£I,M4JM    0    0 


(b)  Return  of  Capital  out  of  Profits. 

Under  §40  of  the  ('onipanie#»  (Consolidation)  Act,  1908,  when  any 
Company  has  accumulated  a  sum  of  undivided  profits,  whirli  wHth  the 
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consent  of  the  Shareholders  may  be  distributed  among  the  Shareholders 
in  the  form  of  a  dividend  or  bonus,  it  shall  be  laA\^ul  for  the  Company 
by  special  resolution  to  return  the  same  or  any  part  thereof  to  the 
Shareholders  in  reduction  of  the  paid-up  capital  of  the  Company,  the 
unpaid  capital  being  thereby  increased  by  a  similar  amount. 

The  precise  meaning  of  this  section  has  been  the  subject  of  much 
discussion,  since  it  has  been  stated  that  apparently  a  Company  can  go 
on  returning  the  profits  in  reduction  of  paid-up  capital  indefinitely, 
without  disturbing  the  credit  balance  of  Profit  and  Loss  ;  but  it  is  con- 
tended that  the  proper  construction  of  the  Act  is  to  set  aside  to  a  Capital 
Reserve  the  proportion  of  profits  so  dealt  with. 

ILLUSTRATION- 

The  following  is  the  Balance  Sheet  of  a  Company : — 

BALANCE    SHEET. 


Liabilities. 

Share  Capital  :— 

30,000  Shares  £1  each  fully  paid     . . 

Creditors 

General  Reserve  Account 

P.  A  L.  Account 

30,000  0  0 
5,000     0     0 

20,000  0  0 
1,500     0     0 

ASSETS. 
Sundry  Assets    . . 

£       s.   d. 
56,500    0    0 

£56,500     0     0 

£56.500     0     0 

It  is  desired  to  return  10s.  in  the  £  in  respect  of  Capital  out  of  the  Reserve.     The  Balance 
Sheet  will  then  be  as  follows  : — 


BALANCE    SHEET. 


LIABILITIES. 

Share  Capital  :— 

30,000  Shares  £1  each,  10s.  paid    . . 
Creditors     . . 

£       s.  d. 

15,000  0  0 
5,000     0     0 

15,000  0  0 
5,000  0  0 
1,500     0     0 

ASSETS. 

Sundry  Assets 

£       8.   d. 
41,500    0    0 

Capital  Reserve  Account 
General        „             ,, 
Profit  and  Loss  Account 

£41,500     0     0 

£41,500     0     0 

(c)  other  modes  of  Reduction. 

Capital  can  also  be  reduced  by  forfeiture  of  shares  and  surrender 
of  shares.  The  latter  is  not  always  valid,  and  each  case  must  be  deter- 
mined upon  its  merits.  The  former  is  only  valid  in  respect  of  non-payment 
of  calls  or  premiums  v^hen  sanctioned  by  the  Articles. 
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§  19. — Re-constructions. 

The  sale  of  the  undertaking  of  an  existing  Company  to  a  new  Com- 
pany specifically  formed  for  that  pm-pose  is  termed  a  re-construction, 
and  may  be  resorted  to  for  the  following  objects : — 

(1)  For  the  purpose  of  raising  fresh  capital    by  issuing  partly  paid 

shares  in  the  new  Company  in  exchange  for  fully  paid  shares 
in  the  old  Company,  and  calling  up  the  balance  of  such  new 
shares  as  and  when  required. 

(2)  For  amalgamating  two  or  more  Companies. 

(3)  For  taking  new  powers  in  the  Memorandum,  or  changing    the 

domicile  of  the  Company. 

(4)  For    rearranging    the    capital    and    the   rights    of    Shareholders 

between  themselves. 

(5)  For  effecting  a  compromise  with  creditors,  or  the  allotment   to 

them  of  shares  or  debentures  in  settlement  of  their  claims. 

The  cases  of  amalgamation  and  absorption  of  one  Company  by 
another  have  already  been  dealt  with. 

As  regards  the  issue  of  partly  paid  shares,  this  involves  a  liability 
on  the  part  of  the  new  Shareholders,  and  consequently  the  original 
Shareholders  cannot  be  compelled  to  take  up  such  shares  unless  they 
wish  to  do  so.  Where  there  are  dissentient  Shareholders,  provided  they 
give  notice  of  dissent  in  time,  they  can  either  require  the  Liquidator 
of  the  old  Company  not  to  carry  out  the  scheme,  or  to  purchase  their 
interest  at  a  price  which,  if  not  settled  by  agreement,  shall  be  deter- 
mined by  arbitration. 

Frequently  it  is  arranged  that  the  shares  not  taken  up  by  Share- 
holders shall  be  allotted  to  the  nominee  of  the  Liquidator,  who  shall 
sell  the  same  for  the  best  price  ho  can  obtain,  and  divide  the  proceeds 
among  the  Shareliolders  who  refuse  to  become  parties  to  the  scheme. 

In  cases  where  a  Company  has  sustained  a  considerable  loss  of  capital 
and  is  unable  to  satisfy  its  creditors  in  full,  the  re-construotion  scheme 
commonly  provides  for  a  reduction  of  the  original  capital,  a  compromise 
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with  the  creditors  either  for  cash  or  for  the  issue  of  fully  paid  shares 
or  debentures,  and  the  provision  of  new  working  capital  by  the  issue 
of  shares  partly  paid  up,  in  exchange  for  the  shares  held  in  the  old 
Compan3\ 

ILLUSTRATION- 


The  final  Trial  Balance  of  the  Patent  Bottle  Company,  Limited,  was  as  follows  :- 


Share  Capital — 

50.000  Shares  of  £1  each  fully  paid 
Creditors  . . 
Patent  Rights     . . 
Debtoi-s     . . 

Stock         

Preliminary  Expenses  . . 
Profit  and  Loss  Account 
Cash  


8.    d. 


48,000  0  0 

4,500  0  0 

10,000  0  0 

1,800  0  0 

12,050  0  0 

150  0  0 


s.    d. 


60,000     0     0 
26,500     0     0 


£76,500     0     0        £76,500     0     0 


Efforts  to  secure  sufficient  new  capital  to  pay  off  the  liabilities  and  place  the  concern 
on  a  sound  basis  having  proved  unsuccessful,  it  was  decided  to  re-construct,  and  the  following 
scheme  was  submitted  to,  and  approved  by,  the  Shareholders  and  Creditors  : — 

(1)  The  Company  to  go  into  voluntary  liquidation,  and  a  new  Company  having  a 

Nominal  Capital  of  £100,000  to  be  formed,  called  the  New  Patent  Bottle  Company, 
Limited,  to  take  over  the  assets  and  liabilities  of  the  old  Company. 

(2)  The  assets  to  be  taken  over  at  book  value,  with  the  exception  of  the  Patent  Rights, 

which  were  to  be  subject  to  adjustment. 

(3)  The  creditors  to  be  discharged  by  the  new  Company  on  the  following  basis  : — 

£      s.    d. 
Preferential  to  be  paid  in  full  . .  . .  . .  .  .  500     0     0 

Unsecured  to  be  discharged  by  cash  composition  of  10s 
in  the  £  


Unsecured  to  be  discharged  by  issue  of  6  per  cent.  Deben 
tures  fully  paid  at  a  bonus  of  10  per  cent. 


13,400     0     0 


12,600     0     0 


£26,500     0     0 


(4)  60,000  Shares  of  £1  each,  10s.  paid  up,  to  be  issued  to  the  Shareholders  in  the 

old  Company,  payable  5s.  on  Application  and  5s.  on  Allotment. 

(5)  The  costs  of  liquidation  amounting  to  £250  to  be  paid  by  the  new  Company  as 

part  of  the  purchase  consideration. 

Close  the  books  of  the  old  Company,  and  show  the  opening  entries  in  the  new  Company's 
books,  preparing  therefrom  a  Balance  Sheet ;  assuming  all  the  shares  and  debentures  to  have 
been  allotted,  and  all  cash  in  respect  of  the  shares  to  have  been  received. 
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Purchasiag  Company 

To  Realisation  Account 


Dr. 


Being  Purchase  consideration  payable  under  scheme  as  follows  : — 

50,000  Shares  of  £1  each,  10s.  paid  up,  to  be  issued  to  Share- 
holders       £25,000     0     0 

£12,600  6  %  Debentures  fully  paid,  to  be  issued  to  Creditors 

in  part  payment  12,600    0    0 

Cash  to  Creditors  in  part  payment  of  Unsecured  Creditors 

and  in  full  disclmrRe  of  Preferential  Creditors        . .  7,200    0    0 

Cash  for  Liquidation  Expenses 250    0    0 


£45.050     0     0 


45.050     0     0 


Realisation  Account             Dr. 

To  Sundry  Debit  Balances  (as  per  Trial  Balance)             

Being  debit  balances  transferred. 

£       8.  d. 

76,500    0    0 

£         8.    d. 
76,500    0    0 

Purchasing  Company            Dr. 

To  Sundry  Creditors 

Being  Bonus  of  10  %  on  £12,000,  payable  in  6  %  Debentures  foUy  paid,  as  per 
agreement. 

1,260     0     0 

1,260     0     0 

45,050     0     0 


Realisation  Account  

To  Cash 

Being  payment  of  Liquidation  Expenses. 


Sundries  :— 

To  Purchasing  Company  

Shares  Account — 50,000  Sliares  £1  each,  10s.  paid  up 
Debentures  Account — ^£18,860  6  %  Debentures  . . 
Cash 


Dr. 


Dr. 


Being  assets  handed  over  by  New  Company  to  Liquidator  in  settlement  of  Purchase 
consideration. 


250    0    0 


25,000     0     0 

13,860     0     0 

7,450     0     0 


250     0     0 


46.310     0     0 


£40.310     0     0         £46,310     0     0 


Sundry  Creditors 
To  Sundries : — 

Debenture  Account 

Cash 

RealiBation  Account 


Dr. 


Being  discharge  of  amounts  due  to  Sundry  Creditors  as  per  agreement  and  transfer 
of  balance  to  Realisation  Account. 


Shareholders'  .\ccount 

To  Realisation  Account 
Being  loss  on  Realisation. 


Dr. 


27,700    0    0 


18,800    0    0 
7.200     0     0 
6.700     0     0 

£27.760     0     0 

£27.760     0     0 

1 

25,000     0    0 


25.000    0    0 


Share  Capital  Account 

To  Shareholders'  Account 
Being  Share  Capital  Transferred. 


Shareholders'  Acooant 
To  Shares  Aocoant 


l>r. 


Dr. 


Being  Issue  of  50,000  Shares  £1  each,  10s.  paid  up.  In  New  Company  In  exchange 
for  Shares  In  Old  Company. 


50.1 


0    0 


25.000    0    0 


50.000    0    0 


25.000     0     0 


LEDGER. 


nr                                             REALISATION    ACCOUNT. 

Cf. 

To  Sundries 
„  Cash  for  Expense!* 

70,500     0     0 
250     0    0     J 

By  Parehastng  Company 

„   Sundry  Creditors 

„   Shareholders*  Account,  being  Loss 

£       s.   d. 

45,050     0     0 

6,700     0     0 

25,000     0     0 

£70,760    0    0 

£70,750    0     0 
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To  (^editors,  10%  Bonus 
M  Bealisation  Account  . 
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£       8.  d. 

1,260     0     0 
45.050     0     0 


£46.310     0     0 


By  Sundries 
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Cr. 


I  £       8.  d. 

'      46,810     0     0 


£46,310     0     0 


Dr. 


SUNDRY   CREDITORS'   ACCOUNT. 


Cr. 


To  Debentures 

^CMh 

„  Bealiaation  Account   . . 

£        8.  d. 

13,860     0     0 

7,200     0     0 

6,700     0     0 

By  Balance        

„    Purchasing  Company 

i 
1 

1 

1 

£ 

26,500 

1,260 

s.   d. 
0     0 
0     0 

:    £27,760     0     0 

j    £27,760 

0     0 

Dr. 


SHAREHOLDERS'   ACCOUNT. 


To  Realisation  Account,  Loss 
„  Shares  Account 


Cr. 


£        s.   d. 
50.000     0     0 


Dr. 


To  Purchasing  Company 


CASH    BOOK. 


£       s.   d. 
7,450     0     0 


£7,450     0     0 


By  Sundry  Creditors    . . 
„    Liquidation  Expenses 


Or. 


£        s.   d. 

7,200     0     0 

250     0     0 


£7,450     0     0 


NEW  COMPANY'S  BOOKS. 
JOURNAL. 

Sundry  Assets : —  Dr.       \ 

To  Vendor         ! 

Patent  Rights  

Debtors  

Stoclc 

Cash 

Being  assets  talcen  over  in  accordance  with  Scheme  of  Re-construction.  | 

Vendor Dr. 

To  Sundries : — 

Share  Capital  Account— 50,000  Shares  £1  each,  10s.  paid  up 

Debentures  6% 

Cash  

Being  Shares  and  Debentures  issued  and  Cash  paid  in  settlement  of  Purchase 
consideration. 

Application  and  Allotment  Account         ....  Dr 

To  Share  Capital  . .         . .         ', ,       .',         ,'. 

Being  5s.  per  Share  payable  on  application  and  58.  on  allotment  of  50,000  Shares 
issued. 


8.  d. 


31,660  0  0 

4,500  0  0 

10,000  0  0 

150  0  0 


£         s.    d. 
46,310     0     0 


£46.310     0     0         £46.310     0     0 


£         8.   d. 
46.310     0     0 


s.    d. 


25,000 

13,860 

7,450 

0 
0 
0 

0 
0 
0 

£46,310     0     0 

£46,310 

0 

0 

£         8.   d. 
25,000     0     0 

£ 
25,000 

s. 
0 

d. 

0 

19.] 

Dr. 
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Cr. 


To  Vendor  

„  Application  and  Allotment    . . 

£ 

150 
25,000 

s.   d. 

0     0 
0     0 

1 

By  Vendor 
1       „    Balance 

£       e.  d. 

7,450     0     0 

17,700     0     0 

£25,150 

0     0 

£25,150     0     0 

To  Balance 

£17,700 

0     0 

Dr. 


BALANCE    SHEET. 


Cr. 


To  Nominal  Capital  :— 

100,000  Shares  £1  each    . . 

£       s.  d. 
100,000    0    0 

By  Patent  Rights         

„    Debtors        

1       „    Stock            

„    Cash 

£         8.    d. 

31,6«0     0     0 

4,500     0     0 

„  Issued  Capital  :— 

50,000  Shares  £1  each,  fully  paid 
„  6%  Debentures          

50,000     0     0 
13,860     0     0 

10,000     0     0 
17,700     0     0 

£63,860     0     0 

£03.800     0     0 

Notes  to  Illustration. 


(a)  Payment  of  Creditors. 


As  the  Liquidator  is  responsible  to  the  Creditors  of  the  Old  Coinpaiiy  to  see  that  the 
conditions  as  set  forth  in  the  scheme  of  Re-construction  are  duly  carried  out,  the  liabilities  will 
be  discharged  through  him,  and  the  transactions  will  consequently  be  recorded  in  the  books 
of  the  Old  Company. 


(b)  The  Adjusted  Value  of  the  Patent  Kights. 

The  value  placed  upon  the  Patent  Rights  is  arrived  at  by  taking  the  diflferonce  between 
the  Purchase  price  payable  to  the  Vendor  and  the  assets  taken  over  upon  which  an  agreed 
value  was  placed.  The  debit  balance  to  Profit  and  Loss  Account  and  the  Preliminary  Expenses 
as  shown  in  the  Trial  Balance  of  the  Old  Company  are,  of  course,  ignored  in  the  books  of  the 
New  Company. 
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SYNOPSIS   OF   CHAPTER   IX. 


TOTAL    ACCOUNTS    AND    SECTIONAL    BALANCING. 

1. — Total  Accounts. 

(a)  Total  Debtors  Account. 
(6)  Total  Creditors  Account. 

(c)  Transfer  Journal. 

(d)  Columnar  Books. 

2. — Sectional  Balancing  or  Self-balancing  Ledge eis. 
3. — Errors  in  Balancing. 
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CHAPTEP  IX. 


TOTAL  ACCOUNTS  AND  SECTIONAL  BALANCING.      i 

§  L— Total  Accounts.  I 

In  a  business  of  any  magnitude  it  is  very  desirable  to  raise  Total        I 
Accounts  in  respect  of  the  Sold  and  Bought  Ledgers,  representing  Debtors 
and  Creditors,  for  the  following  reasons : — 

(1)  In  order  that  a  Trial   Balance  may  be  prepared  without  taking        ] 

out    the    individual    personal     balances,    thus    enabling    Draft        j 
Accounts  at  any  time  to  be  drawn  out  more  quickly. 

(2)  To  locate  errors,  and  thus  prevent  waste  of  time  in  balancing.  • 

(3)  If   these   accounts    are   not    under   the    control   of   the   Ledger 

Keepers,  they  can  be  made  to  form  an  important  part  of   the        ) 
internal  check.  i 

(a)  Total  Debtors  Account.  1 

The  object  of  this  account  is  to  show  a  balance  which  will   equal  i 
the  net  total  of  all  the  individual  balances  in  the  Sales   Ledgers.      It 

should  be  remembered  that  the  Sales  Ledgers  may  contain  a  few  isolated  ! 
accounts  showing  credit  balances.     The  net  balance  of  the  Total  Debtors 

Account,  however,  will  only  represent  the  difference   between  the  total  i 

of  the  debit  balances  and  the  total  of  the  credit  balances  (if  any).  i 

As  soon  as  the  balance  of    the  Total  Account  is  agreed  with  the        ] 
Schedule  of  Balances  extracted  from  the  Sales    Ledgers,  balances  will 
be  brought  down  on  either  side  of   the  Total  Account  representing  the 
total  debit  and  credit  balances  in  the  Sales  Ledgers.  i 

The  principle  of  a  Total  Debtors  Account  is  as  follows: — Every 
item  that  has  been  posted  in  detail  to  the  debit  of  the  various  Personal 
Accounts  in  the  Sales  Ledgers,  must  be  posted  in  total  to  the  debit  of        j 
the  Total  Debtors  Account  in  the  Impersonal  or  Private  Ledger,  and  in         I 
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the  same  way,  each  item  that  has  been  posted  in  detail  to  the  credit  of 
the  various  Personal  Accounts  in  the  Sales  Ledgers,  must  be  posted  in 
total  to  the  credit  of  the  Total  Debtors  Account. 

On  the  debit  side  of  the  Total  Debtors  Account  will  be  found  :— 

(1)  Opening  balances. 

(2)  Groods  sold  during  the  period. 

(3)  Dishonoured  bills  and  cheques  (if  any). 

(4)  Discoimt  originally  allowed  but  subsequently  disallowed. 

(5)  Cash  and  other  items  (if  any). 

(6)  Transfers  (if  any). 

On  the  credit  side  of  the  Total  Debtors  Account  will  be  found  : 

(1)  Opening  credit  balances  (if  any). 

(2)  Cash  received  during  the  period. 

(3)  Discount  payable. 

(4)  Returns  Inwards,  and  Allowances. 

(5)  Bills  Receivable. 

(6)  Bad  Debts  and  other  items  (if  any). 

(7)  Transfers  (if  any). 

Dealing  with  the  debit  side  : — 

(1)  The  opening    balances  will  be  brought  down  from  the  previous 

period,  and  will  agree  with  the  total  of  the  last    Schedule  of 
Debtors. 

(2)  The  goods  sold  during  the  period  will    be  obtained  from  the 

Sales  Day  Book,  the  totals  of  this  book  being  posted  monthly 
or  quarterly,  as  the  case  may  be. 

(3)  Dishonoured   bills   will   be    obtained   from   an   analysis    of    the 

Transfer  Journal.    This  should  not  involve  any  serious  difficulty, 
as  the  number  of  such  items  will  not  in  all  probability  be  great. 

Should  any  of  the  dishonoured  bills  have  been  discounted,  the 
entry  debiting  the  Personal  Account  in  the  Sales  Ledger  will  probably 
have  been  made  direct  from  the  Cash  Book.  In  such  cases  the 
adjusting  entry  in  the  Total  Debtors  Account  should  have  been 
made  simultaneously  with  the  cash  posting.  The  whole  of  these 
dishonoured    bill  items   can   be   easily   checked,   however,    as     the 
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Remarks  column  in  the  Bills  Receivable  Book  should  show  at  a 
glance  all  bills  which  have  been  discounted,  and  all  which  have 
been  dishonoured. 

(4)  The  item  of  Discount  on  the  debit  side  of  the  Total  Debtors 
Account  will  be  due  in  all  probability  to  Dishonoured  Bills, 
the  Discount  being  credited  to  the  Personal  Account  at  the 
time  when  the  bill  was  given,  and  debited  as  soon  as  the  bill 
proved  worthless.  The  total  of  Discount  thus  debited  will  be 
obtained  from  an  analysis  of  the  Transfer  Journal. 

Dealing  with  the  credit  side  : — 

(1)  The  opening  credit  balances  (if  any)  represent  the  total  of   the 

Personal  balances  which  were  in  credit  at  the  close  of  the 
preceding  period. 

(2)  The  total  cash  received  in  respect  of    Debtors,  and  which  has 

been  posted  to  the  Sales  Ledgers  during  the  period,  will  be 
obtained  from  the  Sales  Ledger  column  in  the  Cash  Book. 
The  total  of  this  column  will  be  posted  to  the  Total  Debtors 
Account  monthly  or  quarterly,  as  the  case  may  be. 

(3)  Discount  Payable   would  be   obtained  from  the  totals  of    the 

Discount  Payable  column  in  the  Cash  Book,  and  from  the  Cash 
Discount  column  in  the  Bills  Receivable  Book  (if  any).  In 
cases  where  no  such  column  is  provided  in  the  Bills  Re- 
ceivable Book,  the  Discount  will  either  have  been  entered  in 
the  Discount  column  in  the  Cash  Book,  or  else  a  separate 
Journal  entry  will  have  been  made  for  each  item  in  the  Transfer 
Journal.  In  the  latter  case  the  total  will  be  obtained  from 
an  analysis  of  this  book. 

(4)  Returns  Inwards  will   be  obtained  from  the  totals  of   the  Sales 

Returns  Book,  which  will  be  posted  to  the  Total  Debtors 
Account  monthly  or  quarterly,  as  the  case  may  be.  Allowances 
will  be  obtained  from  the  analysis  of  the  Transfer  Journal. 

(5)  Bills  Receivable  will  be  obtained  from  the  total  of  the  Bills 

Receivable  Book,  which  will  be  posted  to  the  Total  Debtors 
Account  monthly  or  quarterly,  as  the  case  may  be. 
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(6)  The  Bad  Debts  will  be  obtained  from  the  analysis  of  the  Transfer 
Journal. 


<b)  Total  Creditors  Account. 

The  object  of  this  account  is  to  show  in  one  account  a  balance  equal 
to  the  total  of  all  the  individual  balances  in  the  Bought  Ledgers  added 
together.  The  account  is  raised  in  a  similar  manner  to  the  Total  Debtors 
Account. 

On  the  credit  side  will  be  found  : — 

(1)  The  opening  balances. 

(2)  Goods  purchased  during  the  period, 

(3)  Transfers  and  other  items  (if  any). 

On  the  debit  side  will  be  found  : — 

(1)  Opening  debit  balances  (if  any). 

(2)  Cash  paid  during  that  period. 

(3)  Discount  Receivable. 

(4)  Returns  Outwards. 

(5)  Bills  Payable. 

(6)  Transfers  and  other  items  (if  any). 

DeaUng  with  the  credit  side  : — 

(1)  The  opening  balances  will  be  brought  down  from  previous  period, 

and  will  agree  with  the  total  of  the  last  Schedule  of  Creditors. 

(2)  Goods  purchased  during  the  period  will  be  obtained  from  the 

Bought  Day  Book,  the  totals  of  this  book  being  posted  monthly 
or  quarterly,  as  the  case  may  be. 

Dealing  with  the  debit  side  : — 

(1)  The  opening  debit  balances  (if  any)  will  represent  the  total  of 

the  Personal  balances  which  were  in  debit  at  the  close  of  the 
preceding  period. 

(2)  The   total   cash   paid  in  respect   of    creditors   which   has   been 

posted  to  the  Bought  Ledger  during  the  period  will  be  obtained 
from  the  Bought  Ledger  column  in  the  Cash  Book.  The  total 
of  this  column  will  be  posted  monthly  or  quarterly,  as  the  case 
may  be. 
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(3)  Discount  Receivable  mil  be  obtained  from  the  totals  of   the 

Discount  Receivable  column  in  the  Cash  Book,  and  from  the 
Cash  Discount  column  in  the  Bills  Payable  Book  (if  any).  If 
no  such  column  is  provided  in  the  Bills  Payable  Book,  and  the 
items  have  not  been  passed  through  the  Discount  column  in 
the  Cash  Book,  the  total  will  be  obtained  from  an  analysis  of 
the  Transfer  Journal. 

(4)  Returns  Outwards  will  be  obtained  from  the  totals  of  the  Bought 

Returns  Book,  which  will  be  posted  monthly  or  quarterly,  as 
the  case  may  be. 

(5)  Bills  Payable  will  be  obtained  from  the  totals  of  the  Bills  Payable 

Book,  which  will  be  posted  monthly  or  quarterly,  as  the  case 
may  be. 

(c)  Transfer  Journal. 

In  any  system  of  Total  Accounts  it  is  of  the  utmost  importance 
to  pass  all  items  through  some  subsidiary  book  of  prime  entry  before 
posting  the  same  to  the  Ledger.  If  this  rule  is  not  strictly  adhered  to, 
endless  trouble  in  balancing  the  books  is  almost  inevitable. 

The  Transfer  Journal  is  consequently  of  considerable  importance 
to  record  those  items  for  which  no  specific  subsidiary  book  of  prime  entry 
is  provided. 

The  foUowing  is  a  convenient  ruling  where  the  book  is  used  solely 
to  record  the  various  Transfers.  It  cannot,  however,  take  the  place 
of  the  ordinary  Journal,  nor  is  it  intended  to  do  so. 


ILLUSTRATION- 


TRANSFER    JOURNAL. 


Date. 


tol 


Folio.       1 

Amount. 

1 

Folio. 

1 
t 

1 

1 

I 

AOOOOftilOlM 
OfWltMd. 
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ILLUSTRATION- 

On  the  Ist  January,  1920,  the  balances  as  per  the  Schedule  of  Sales  Ledger  balances 
were  £16,000  debit  and  £64  credit,  and  the  Bought  Ledger  balances  at  the  same  date  came 
to  £8,760  credit  and  £59  debit. 

During  the  six  months  ending  30th  June,  1920,  the  Sales  amounted  to  £46,000, 
Purchases  to  £39,340  ;  the  Cash  received  from  Debtors  £42,240,  and  the  Cash  paid  to  Creditors 
£39,552 ;  the  Discount  Payable  £1,760,  and  the  Discount  Receivable  £1,648  ;  Returns  Inwards 
£850,  Returns  Outwards  £620;  Bills  Receivable  £1,780,  Bills  Payable  £2,740;  the  Dis- 
honoured Bills  amounted  to  £190 ;  Discount  allowed  to  Debtors,  but  subsequently  disallowed 
amounted  to  £10 ;  Bad  Debts  written  off  £320 ;  and  the  Transfers  from  the  credit  of  the 
Bought  Ledgers  to  the  debit  of  the  Sales  Ledgers  equalled  £13. 

The  Schedule  of  Sales  Ledger  balances  at  the  30th  June  amounted  to  £16,208  debit  and 
£9  credit ;  and  on  the  Bought  Ledger  to  £3,559  credit  and  £65  debit. 

Prepare  from  these  particulars  a  Total  Debtors  Account  and  a  Total  Creditors  Account, 
bringing  down  the  balances  as  at  30th  June,  proving  the  correctness  of  the  Sales  and  Bought 
Ledgers  respectively. 


Dr. 


TOTAL    DEBTORS    ACCOUNT. 


Or. 


1920. 

£        8.  d. 

1920. 

£        s.   d. 

Jan.     1 

To  Balance 

16,000     0     0 

Jan.     1 

By  Balance 

64    0    0 

June  30 

„  Sales          

46  000     0     0 

June  30 

„   Cash      

42,240     0     0 

„  Dishonoured  Bills 

190     0     0 

„   Discount  Payable 

1,760     0     0 

•    „  Discount 

10     0     0 

„   Returns  Inwards 

850     0     0 

„  Transfers 

13     0     0 

„   BUls  Receivable 

1,780     0     0 

„  Balance 

9     0     0 

„   Bad  Debts 
„   Balance 

320     0     0 
15,208     0     0 

£62,222     0     0 

£62  222     0     0 

1920. 
July     1 

To  Balance 

£15,208     0     0 

July  'l 

By  Balance 

£9     0     0 

Dr. 


TOTAL    CREDITORS    ACCOUNT. 


Or. 


1920 
Jan.     1 
June  30 

To  Balance 

„  Cash          

„  Discount  Receivable 

„  Returns  Outwards 

„  BUls  Payable 

„  Balance 

To  Balance 

£        8.   d. 

59     0     0 

39,552     0     0 

1,648     0     0 

620     0     0 

2,740     0     0 

3,559     0     0 

1920. 
Jan.     1 
June  30 

1920. 
July     1 

By  Balance 
„    Purchases 
„   Transfers 
„    Balance 

By  Balance 

£        8.  d. 

8,760    0    0 

39,340     0     0 

13     0     0 

65     0     0 

1920. 
July     1 

£48,178     0     0 

£48,178     0     0 

£65     0     0 

£3,559     0     0 

Note  to  Illustration. 

The  accuracy  of  the  Total  Accounts  should  be  tested  by  drawing  out  a  Trial  Balance, 
including  the  balances  on  these  accounts.  If  this  agrees  it  may  be  assumed  that  the  Total 
Accounts  are  correct,  but  it  is  advisable  to  check  all  Impersonal  postings  to  avoid  the  possibility 
of  compensating  errors. 
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(d)  Columnar  Books. 

The  books  of  prime  entry  should  where  necessary  be  so  ruled  as  to 
provide  the  necessary  totals.  The  following  rulings  would  apply  to  the 
Cash  Book,  Sales  Day  Book,  and  Bought  Day  Book  where  there  are  two 
Sales  Ledgers  and  one  Bought  Ledger. 

ILLUSTRATION— 
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§2. — Sectional  Balancing  or  Self- Balancing  Ledgers, 

The  separate  proving  of  Ledgers  forms  an  important  part  in  ahnost 
every  system  of  Accounts.  The  method  of  having  separate  columns 
for  each  Ledger  in  the  Cash  Book  and  books  of  prime  entry  cannot 
be  generally  adopted,  conveniently,  where  there  are  a  large  number  of 
Ledgers,  owing  to  the  rulings,  which  render  the  book  too  cumbrous. 
Even  the  system  of  having  separate  books  of  prime  entry  for  each  Ledger 
cannot  often  be  used,  as  the  clerks  who  make  the  prime  entries  are 
frequently  junior  clerks,  who  cannot  be  expected  to  know  to  which 
Ledger  each  particular  item  refers. 

Thus  a  method  to  a  certain  extent  analytical  becomes  almost  im- 
perative. The  books  of  prime  entry,  which  include  the  Day  Books, 
Betiu-ns  Books,  &c.,  should  be  ruled  with  columns  merely  for  purposes 
of  departmentalisation,  and  not  in  any  way  for  the  purpose  of  proving 
the  Ledgers.  The  number  of  such  books  should  be  governed  entirely 
by  the  volume  of  transactions  involved,  and  the  requirements  of  the 
scheme  of  work  in  the  counting-house.  Each  Ledger  clerk  should  post 
from  the  books  of  prime  entry  those  items  which  refer  to  the  particular 
Ledger  or  ledgers  under  his  control. 

The  following  is  an  outline  of  a  scheme  for  sectional  balancing,  and 
is  based  on  a  system  adopted  with  complete  success  by  a  large  manu- 
facturing concern  : — 

(1)  A  prime  entry  should  be  made  for  each  transaction.    No  transfers 

from  one  Ledger  to  another  should  be  made  without  the  entry 
first  being  passed  through  the  Transfer  Journal.  This  rule 
should  be  most  rigidly  enforced,  as  otherwise  a  great  deal  of 
difficulty  may  be  experienced  in  agreeing  the  balances  of  the 
particular  Ledger  with  the  Total  Account  applicable  to  that 
ledger. 

(2)  In  the  books  of  prime  entry  the  posting  references  should    be 

made  as  follows  : — Each  Ledger  should  be  distinguished  by  a 
particular  letter,  and  this  letter  should  be  written  in  fairly  large 
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print  just  outside  the  folio  column  in  the  book  of  prime  entry. 
The  folio  column  will,  of  course,  contain  merely  the  reference  to 
the  particular  page  of  the  Ledger  concerned,  and  so  by  glancuig 
down  the  page  of  any  of  the  books  of  prime  entry,  the  letters 
denoting  the  particular  Ledgers  are  apparent. 

(3)  At  the  end  of  each  month  a  clerk  should  take  each  of  the  books 

of  prime  entry,  including  the  Cash  Book,  and  prepare  separate 
lists  of  the  amounts  referring  to  each  particular  Ledger.  These 
lists  should  be  called  over  and  checked,  and  any  error  adjusted 
before  entering  the  totals  into  the  Summary  Book.  It  should 
be  remembered  that  the  reference  to  the  particular  Ledger  la 
entered  in  bold  type,  and  consequently  the  accurate  prepara* 
tion  of  these  lists  is  by  no  means  a  difficult  task. 

(4)  The  totals  of  the  lists  referring  to  any  book  of  prime  entry  should 

agree  Avith  the  total  of  that  book  for  the  period,  and  when  such 
lists  have  been  checked  they  should  be  entered  into  a  Summary 
Book,  which  should  have  separate  columns  or  pages  for  each 
Ledger  in  use. 

(5)  The  Summary  Book  should  then  contain  particulars  of  all   the 

entries  in  the  books  of  prime  entry  correctly  analysed,  so  that 
Avith  the  balances  brought  forward  from  the  previous  period 
Total  Accounts  result  for  each  Ledger.  The  net  total  of  the 
balances  upon  any  one  Ledger  should  then  agree  with  the  balance 
of  the  columns  in  the  Summary  Book  applicable  to  that  Ledger. 

(6)  The  clerks  who  take  out  the  ledger  balances  on  to  the  sheets,  or 

into  the  Balance  Books,  should  have  had  nothing  whatever 
to  do  with  the  postings  of  these  particular  Ledgers ;  and  no 
Ledger  balances  whatsoever  should  be  taken  out  by  the  clerk 
who  prepares  the  analysed  lists  for  entry  in  the  Summary  Book. 

(7)  The  Summary  Book  should   be  under  the  immediate  control  of 

some  responsible  official,  and  no  Ledger  clerk  should  be  allowed 
access  to  it. 
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The  practice  of  having  the  Total  Accounts  relating  to  each  Ledger 
at  the  back  of  the  Ledger  itself  in  addition  to  Total  Accounts  in  the 
Nominal  or  Private  Ledgers,  is  both  unnecessary  and  undesirable. 

It  is  unnecessary,  as  it  involves  the  Account  being  prepared 
tAvice  merely  to  serve  a  theoretical  purpose  ;   and 

It  is  imdesirable,  as  it  not  only  destroys  a  valuable  form  of 
Internal  Check,  but  places  the  ordinary  Ledger  clerks  in 
possession  of  total  figures. 

The  follo^ving  is  an  illustration  of  a  Sales  Ledger  Summary  Book, 
ruled  for  a  business  having  five  Sales  Ledgers. 


ILLUSTRATION 


Dr. 


SALES    LEDGERS    SUMMARY    BOOK. 


Cr. 


Date. 

Pariicnlars. 

"t- 

^. 

^. 

.g„ 

.... 

Total. 

Date 

Particulars. 

Ledg. 
A 

Lg. 

Led. 

Lea. 

^^ 

Total. 

J9-20. 

Jan.    1 

..    31 

1920. 
Feb.   1 

To  Balance       

,.    Sales    

„    Dihhonourefl  Bills 

„    Discount     

„   Transfers  

„   Cash     

„   Balance      

£ 
To  Balance      

1920. 
Jan.  ) 
„   31 

1920. 
Feb.  1 

I 

\y  Balance      

,    Cash    

,    Discount  Payable 
,    Returns  Inwards 
.    Bills  Receivable 

,    Bad  Debts 

,    Transfers 

,    Balance      

£ 

I 

Jy  Balance      

Notes  to  Illustration. 

A  separate  page  in  the  Summary  Book  could  be  allotted  to  each  Ledger  if  desired. 

In  practice  the  Summary  Book  would  not  be  balanced  off  and  agreed  more  often  than 
quarterly  or  even  half-yearly. 

The  Total  column  will  be  found  useful  for  purposes  of  checking  with  the  monthly  totals 
in  the  books  of  prime  entry,  and  can  be  used  as  a  Total  Debtors  Account. 
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§3.— Errors  in  Balancing. 

If  it  is  found  that  the  balances  upon  any  particular  Ledger  do  not 
agree  with  the  Total  Account  relating  thereto,  the  following  work 
should  be  performed  : — 

(1)  Check  the  additions  of  the  books  of  prime  entry  relating  to  the 

particular  ledger. 

(2)  Recheck  the  Total  Accounts. 

(3)  Check  the  postings  made  in  such  ledger. 

(4)  Recheck  the  balances. 

(5)  Recast  the  balances. 

(6)  Check  the  opening  balances  with  previous  Schedule  of  Accounts 

in  the  Ledger  concerned,  seeing  that  they  are  properly  brought 
down. 

If  this  does  not  bring  the  error  to  light,  it  will  be  necessary  to 
analyse  the  Ledger  and  agree  the  totals  of  the  books  of  prime  entry  with 
the  analysis. 

If  the  Trial  Balance  disagrees  apart  from  the  Total  Accounts,  or  if 
no  Total  Accounts  system  is  in  force,  the  procedure  for  the  discovery  of 
the  cause  of  difference  will  be  on  the  following  lines : — 

After  the  Trial  Balance  has  been  recast,  it  should  be  seen  whether 
the  amount  of  the  error  is  capable  of  being  interpreted  as  a  mis-posting. 
Thus,  if  the  difference  is  £4  5s.  2d.,  it  may  arise  through  £4  10s.  Od. 
being  posted  as  4s.  lOd.,  and  all  items  of  that  amount  in  the  books  of 
prime  entry  should  be  subjected  to  scrutiny. 

If  the  amount  of  the  error  is  divisible  by  two,  it  is  possible  either 
that  a  posting  of  half  the  amount  has  been  made  to  the  wrong  side  of 
tlie  Ledger,  or  that  a  balance  of  half  the  amount  has  been  placed  in  the 
wrong  column  of  the  Trial  Balance. 

If  the  error  is  not  discovered  after  any  of  these  ideas  have  been 
considered,  and  the  books  scrutinised  in  respect  thereof,  the  balances 
should  be  rechecked  in  detail  on  to  the  Trial  Balance. 
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If  the  error  still  remains  undetected,  the  whole  of  the  books  of 
prime  entry  must  be  cast,  and,  if  necessary,  the  postings  must  be  also 
rechecked.  All  carry  forwards  must  be  watched,  since  a  reversion  of 
figures  in  this  respect  may  be  the  cause  of  the  discrepancy.  In  casting 
the  Ledgers,  exceptional  care  should  be  taken  to  see  that  balances  have 
been  properly  carried  down,  and  that  the  accounts  do  actually  balance; 
and  it  may  be  necessary  to  check  the  opening  balances  from  the  previous 
Balance  Sheet  and  Schedules. 

If  total  accounts  have  not  been  kept,  these  may,  in  the  last 
resource,  be  compiled;  and  with  their  aid  the  error  should  certainly  be 
located. 
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SYNOPSIS  OF  CHAPTER  X. 


DEPARTMENTAL  ACCOUNTS,  BRANCH  ACCOUNTS, 
AND  FOREIGN  EXCHANGE. 

S  1.— Departmental  Accounts. 

2.— Branch  Acoounts. 

3. — Wholesale  Branches. 

4. — Retail  Branches. 

(a)  Goods  charged  to  Branches  at  selling  price. 
(^)  Goods  charged  to  Branches  at  cost  price, 
(c)  Goods  charged  out  at  cost,  plus  percentage. 

5.  — Branches  where  the  whole  op  the  detaii  is  recorded  in  the  Branch  Boors 

6.— Foreign  Exchange. 

7   -  Foreign  Branches 

(a)  Branches  working  on  a  fixed  rate  of  exchange. 

(b)  Branches  working  on  a  fluctuating  rate  of  exchange. 

8.— Foreign  Mine  Accounts. 
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CHAPTER  X. 


DEPARTMENTAL  ACCOUNTS,  BRANCH  ACCOUNTS, 
AND  FOREIGN  EXCHANGE. 

§  1. — Departmental  Accounts. 

In  the  case  of  a  business  where  there  are  two  or  more  departments, 
it  is  very  important  that  the  accounts  should  be  so  arranged  as  to  enable 
the  trading  results  of  each  department  to  be  accurately  ascertained  as 
regards  turnover  and  expenses  as  well  as  profits. 

The  principle  of  Departmental  Accounts  can  be  applied  to  any  kind 
of  business,  whether  it  is  of  a  manufacturing  or  a  retail  nature.  It  is 
proposed,  however,  to  deal  in  this  section  only  with  accounts  of  this 
nature  affecting  a  Wholesale  Business,  since  the  principle  on  which  the 
Departmental  Accounts  of  a  Retail  Business  should  be  kept,  approximates 
very  closely  to  the  systems  necessary  for  Retail  Branches,  which  are 
fully  discussed  subsequently. 

In  order  to  obtain  the  desired  particulars,  separate  records  must 
be  kept  of  the  purchases  and  sales  of  each  department.  Stock  of  each 
department  must  be  separately  taken,  and  the  expenses  that  can  be 
allocated  direct  to  any  department  must  be  charged  thereto,  other 
expenses  which  cannot  be  so  allocated  being  divided  on  some  reasonable 
basis,  either  in  proportion  to  the  turnover  of  each  department,  or  (as 
in  the  case  of  rent)  to  the  amount  of  floor  space  occupied,  or  in  any 
other  way  which  may  be  advisable  under  the  circumstances.  In  order  to 
allocate  the  purchases  and  sales  correctly,  either  separate  day  books 
must  be  kept  for  each  department,  or  columnar  day  books  with  a  column 
for  each  department ;  otherwise  the  day  books  must  be  analysed.  The 
first  method  is  not  always  convenient,  as  it  frequently  involves  a  large 
number  of  duplicate  entries,  especially  as  regards  purchases. 

Where  the  number  of  departments  is  reasonably  limited,  it  is  most 
convenient  to  adopt  columnar  forms  of    bought  and  sold  day  books. 
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return  books,  &c.,  having  a  total  column  from  which  the  posting  is 
made  to  the  Personal  Account,  and  being  provided  \vith  detail  columns, 
the  totals  of  which  at  the  end  of  each  month,  or  other  period,  are  posted 
to  their  respective  accounts  in  the  Impersonal  Ledger. 

The  following  is  a  ruUng  of  a  Columnar  Bought  Day  Book  convenient 
for  a  Hat  Manufactory,  where  there  are  three  departments : — 

ILLUSTRATION- 


DEPARTMENTAL    BOUGHT    DAY 

BOOK. 

Date. 

1   Inr.  No. 

Particulars. 

Folio. 

Total. 

Silkfl.         ' 

Felts. 

1       Helmets. 

( 

i 

1 

1 

1          1 

It  is  important  to  note  that  stock  must  be  taken  for  each  department  separately,  and 
proper  records  kept  of  all  transfers  from  one  department  to  another. 


ILLUSTRATION- 

The  following  is  the  Trial   Balance  of  the  Excelsior  Trading  Company,  Limited,  on 
30th  September,  1920:— 


Ordinary  Share  Capital 

Preference    „         ,, 

£        s.  d. 

8,000     0     0 

3,000     0     0 

23,000     0     0 

16,000     0     0 

1,000     0     0 

600     0     0 

1,600     0     0 

760     0     0 

000     0     0 

150     0     0 

300     0     0 

120     0     0 

60     0     0 

0,000     0     0 
1,600     0     0 

4,200     0     0 
1.000     0     0 

:.oo    0    0 

170     0     0 

000   0    0 

160     0     0 

100    0     0 

100    0     0 

3,000     0     0 

£         s.   d. 

10.000     0     0 
5,000     0    0 

4%  First  Mortgage  I)ebeiiture8 

8tock  30th  September,  1919,  Dept.  A.     . 

6.000     0    0 

Purchases,  Dept.  A.'            .."".. 

Wages.            "a! 

Carriage  and  ITreight           

Salaries           

Travelling  Expenses            

InoidenUl 

Rates  and  Taxes 

Fuel.  Ught  and  >Vater        

Insurance 

Sales  Dept.  A 

„        11    B.            

Sundnr  Debtors         

BilU  Receivable        

Sundry  Creditors 

Freehold  Premises    . . 

30.000     0     0 
20,000     0     0 

4.000    0     0 

Managing  Director's  SaUry 

Dlwcior?Fees         

Stotlonery  and  SUmpt 

Discounts 

Preference  Dividend  half-year  to  81st  Ma 
Debenture  Interest  half-year  to  81st  Man 
Gash  In  Hand           

rch,  Mcjo 
;h,  lUJu 

Balance  at  Bank 

Front  and  Loss  Account—Balance  from  SOUi  September,  1010 

600    0    0 

£74.000    0    0     1      74,600    0    0 

Provide  £500  for  Bad  Debts,  and  make  out  departmental  Trading  and  Profit  and  Lom 
Accounts  (dividing  the  expenses  between  the  departments  in  proportion  to  the  sales),  and 
Balance  Sheet  at  30th  September,  1020.  The  Stock  at  30th  September,  1920,  was  .-—Depart- 
ment A.  £6,000,  Department  B.  £2,800.  The  Nominal  Capital  of  the  Company  is  £25,000, 
divided  into  15,000  Ordinary  Shares  of  £1  each,  and  10,000  6  per  Cent.  Cumulative  Preference 
Shares  of  £1  each,  and  the  Shares  iitaed  are  folly  paid. 
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Directors' 
Carriage  ai 
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Travelling 
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THE    EXCELSIOR    TRADING    COMPANY.    LIMITED. 
Balance  Sheet,  30th  September,  1920. 


Cr, 


To  NominAl  CapiUl— 

15,000  Ordinary  Shares 

of  £1  each 
10,000  8  %  Cumulative 
Preference  Shares 
of  £1  each 

£         8.    d. 
15,000     0     0 
10,000     0     0 

£     s.  d. 
£25,000    0    0 

By  Freehold  Premise* 

.,   Stock 

„   Sundry  Debtors 

Let*    Keserve   for    Bad 
DebU 

„    Bills  Eeceivable 

1  „   Cash  at  Bank    . . 

„   Cash  in  Hand    . . 

i 
1 

£       ■.  d. 

9,000    0    0 
500    0    0 

£       t.  d. 
4,M0     0    0 
8.800     0     0 

8.600    0    0 
1.500    0    0 

3,000     0     0 
100     0     0 

25,000 

10,000     0     0 
5,000     0     0 

„  I^raedCapital— 

10,000  Ordinary  Shares 

of  £1  each,  fully  paid 
5,000  Preference  Shares 

of  £1  each,  fully  paid 

15,000     0     0 

5,100     0     0 
4,000     0     0 

8.100    0    0 

„  4  %  1st  Mortgage  Deben- 
tures   

„  Interest  Accrued 

5,000     0     0 
100     0     0 

„  Sundry  Creditors 
Profit  &  Loss  Account — 
Balance  at  Ist  October, 

1919 
iliM  Profit  for  year.. 

600     0     0 
1,550     0     0 

Le9$  Interim  Prefer- 
ence T»ividend  paid 

2,150     0     0 
150     0     0 

2,000     0     0 

i 

£26,100     0     0 

£t0.100    0    0 

' 

§  2. — Branch  Accounts. 

The  system  of  Branch  Accounts  to  be  applied  in  any  particular 
case  \\411  depend  upon  the  special  circumstances  of  the  business,  tlie 
principal  points  to  bear  in  mind  being  the  necessity  of  obtaining  the 
maximum  results  with  the  minimum  amount  of  labour,  in  conjunction 
^ith  an  adequate  check  on  the  branch  manager. 

Broadly  speaking,  Branches  may  be  divided  into  three  classes : — 

(1)  Wholesale  Branches. 

(2)  Retail  Branches. 

(3)  Branches  where  the  whole  of   the  detail  is  recorded  in  the 

Branch  books. 
It  is  proposed  to   describe  here  the  principal  systems  which  are  in 
common  use  in  each  case. 


k 


§  3. — Wholesale  Branches. 

In  the  case  of  a  business  possessing  wholesale  branches  through 
which  goods  are  sold,  all  purchases  being  made  by  the  Head  Office  itself, 
it  is  usually  found  possible  to  arrange  for  the  branch  accounts  to  be  kept 
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in  detail  at  the  head  office.  The  branch  will  not  be  permitted  to  collect 
cash  from  its  debtors,  but  statements  will  be  sent  out  by  the  Head  Office, 
and  cash  remitted  direct  by  the  customer  thereto,  and  as  a  result,  the 
only  cash  receipts  by  the  branch  will  take  the  form  of  cash  sales,  which 
will  probably  not  be  numerous.  The  expenses  at  the  branch  will  be 
of  a  cash  nature,  and  will  be  dealt  with  through  an  Imprest  Petty  Cash 
Account  with  the  Head  Office,  the  manager  sending  up  each  month  or 
other  period  a  statement  showing  his  disbursements,  and  receiving  a 
cheque  for  the  precise  amount  thereof. 

In  such  a  case  the  record  of  the  sales  and  other  transactions  with 
customers  entered  into  by  the  branch  will  be  made  in  triplicate,  one 
copy  going  to  the  customer  as  an  invoice,  the  second  being  sent  up  to 
the  head  office  day  b}^  day,  while  the  third  remains  at  the  branch  for 
reference.  From  these  returns  the  Head  Office  will  write  up  the  sales 
ledgers  applicable  to  the  branch.  The  same  principle  will  apply  to 
returns  and  allowances. 

If  the  nature  of  the  stock  renders  it  possible,  it  is  desirable  that 
quantity  accounts  should  be  kept  of  the  stock  sent  to,  and  the  sales  made 
by,  each  branch,  the  balance  being  agreed  with  the  stock  on  hand  taken 
at  each  balancing  period,  any  discrepancies  then  discovered  being 
enquired  into. 

Where  it  is  not  desired  to  ascertain  the  exact  profit  or  loss  made 
at  the  branch,  the  result  of  the  trading  can  be  approximately  arrived 
at  by  deducting  the  expenses  from  the  estimated  gross  profit  on  turnover 
based  on  the  experience  of  previous  periods.  Where,  however,  it  is 
desired  to  ascertain  the  exact  result,  the  goods  sent  to  the  branch  by 
the  head  office  must  be  charged  out  at  cost,  when  it  will  be  possible 
to  prepare  an  ordinary  Trading  Account  in  respect  of  the  branch  from 
the  Head  Office  books. 

The  above  system  of  Branch  Accounts  is  the  simplest  of  its  kind, 
and  is  very  similar  to  the  Departmental  Accounts  dealt  with  in  §  1. 
The  case  of  Wholesale  Branches  where  all  the  transactions  are  recorded 
in  the   branch  books   will  be  similar  to  the  class  discussed  under  §  5. 
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§4. — Retail  Branches. 

(a)  Goods  charged  to  Branches  at  selling  price. 

The  principal  point  in  formulating  a  system  of  accoimts  for  retail 
branches  where  cash  transactions  are  numerous,  is  that  it  shall  form 
an  adequate  check  on  the  transactions  both  as  regards  stock  and  cash. 
Bearing  this  in  mind,  where  the  selUng  price  of  the  articles  is  a  fixed 
one,  and  the  number  and  variety  is  not  such  as  to  prevent  its  adoption, 
the  system  of  charging  goods  issued  to  the  branch  at  selling  price  wiU 
be  found  the  most  advantageous.  At  the  head  office  there  will  be  a 
branch  ledger,  which  will  contain  the  follo^ving  accounts  for  each  branch  : — 

Stock  Account, 
Expense  Accounts, 
Total  Debtors  Account ; 

the  latter  account  not  being  requisite  where  there  are  no  credit  sales. 

All  goods  issued  to  the  branch  will  be  charged  up  to  the  Stock  Account 
at  selling  price,  the  total  amount  received  from  the  branch  in  respect 
of  cash  sales,  and  the  total  credit  sales  at  the  branch  being  credited  to 
this  account.  An  exact  record  must  be  kept  of  all  allowances  off  selling 
price,  and  these  will  also  be  credited  here  when  necessary.  The  balance 
of  this  Branch  Stock  Account  at  the  end  of  each  period  will  represent 
the  closing  stock  at  the  branch  at  selling  price,  and  must  be  agreed  ^vith 
the  actual  stock  taken,  any  difference  being  either  traced  to  its  origin, 
or,  if  small,  written  off.  The  next  account  will  start  on  the  debit  side 
with  the  opening  stock  at  selling  price. 

The  expenses  will  no  doubt  be  paid  by  the  head  office  partly  by 
cheque  direct  and  partly  on  the  imprest  system,  and  will  be  charged 
up  to  the  expense  accounts.  The  branch  will  send  up  monthly  details 
of  its  credit  sales  to  the  head  office,  showing  the  total  sales  effected,  cash 
received  in  respect  thereof,  discount,  returns  and  allowances,  bad  debts, 
and  any  special  items,  and  at  balancing  periods,  a  schedule  of  the  closing 
balances.  From  these  particulars  the  Total  Debtors  Account  can  be 
written  up  in  the  Branch  Ledger  at  the  Head  Office,  credit  sales  being 
debited  thereto,  and  credited  to  the  stock  account  as  previously  mentioned. 
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The  cash  remitted  to  the  head  office  in  respect  of  credit  sales  would  be 
credited  to  this  account,  and  entries  put  through  to  record  the  returns, 
allowances,  bad  debts,  &c.  The  closing  balance  on  this  account  should 
then  agree  with  the.  total  of  debtors  outstanding. 

In  the  above  instance  it  has  been  presumed  that  all  purchases  are 
made  by  the  head  office,  as  will  usually  be  the  case  where  retail  branches 
are  concerned. 

Where  the  system  described  is  adopted,  it  will  not  be  possible  to 
ascertain  from  the  books  without  special  calculation  the  exact  profit  or 
loss  at  the  branch,  owing  to  the  fact  that  the  goods  are  charged  out 
at  selling  price  ;  but  this  disadvantage  is  more  than  counterbalanced 
by  the  very  material  benefit  obtained  from  being  able  to  prove  the 
correctness  of  the  stock,  and  consequently  also  of  the  cash.  Moreover, 
in  businesses  of  this  nature  the  average  rate  of  gross  profit  is  usually 
constant,  and  consequently  as  long  as  the  turnover  of  the  branch  is 
known,  the  result  of  trading  can  easily  be  calculated. 

In  the  Head  Office  Books  it  will  be  remembered  that  the  closing 
balances  of  Stock  on  Hand  at  the  branches  are  brought  down  at  selling 
price.  If  no  adjustments  were  made,  this  would  have  the  effect  of  taking 
credit  for  profit  on  stock  not  yet  sold,  and  consequently  allowance  must 
be  made  for  the  difference  between  selling  price  and  cost  price  of  these 
stocks.     The  simplest  way  to  make  this  adjustment  will  be  as  follows  : — 

The  goods  sent  to  the  branches,  which  were  in  the  first  instance 
debited  to  the  various  Branch  Stock  Accounts,  will  have  been  credited 
to  a  Goods  Sent  to  Branches  Account.  The  total  of  the  closing  stocks 
at  selling  price  will  be  ascertained,  and  such  amount  will  be  brought 
down  as  a  credit  balance  on  this  Goods  Sent  to  Branches  Account,  thus 
forming  a  counterbalancing  item  for  the  respective  debit  balances  on 
the  Branch  Stock  Accounts,  and  enabling  them  to  be  eliminated  alto- 
gether from  the  final  Balance  Sheet. 

The  remaining  amount  to  the  credit  of  the  Goods  Sent  to  Branches 
Account  will  represent  the  actual  sales  at  the  branches,  and  will 
be  transferred  to  the  General  Trading  Account.  The  stock  of  goods  at 
the  branches  must  be  calculated  at  cost,  and  brought  in  as  part  of  the 
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general  stock  of  the  business.  If  this  method  is  pursued  each  year, 
the  difference  between  the  cost  and  the  selling  price  of  the  closing  stocks 
will  be  automatically  adjusted. 


ILLUSTRATION— 

Messrs.  J.  Foster  &  Co.  have  a  Head  Office  which  acts  as  a  distributing  centre  to  their 
two  Branches,  where  all  Sales  are  made.  All  Purchases  are  made  by  the  Head  Office,  and 
goods  are  charged  out  to  the  branches  at  Selling  price.  All  expenses  are  paid  by  the  Head 
Office,  where  the  books  are  kept,  except  the  Sales  Ledgers,  which  are  kept  at  the  Branches. 
The  Head  Office,  however,  keeps  Total  Debtors  Accounts  in  respect  of  these.*  On  taking 
Stock  at  Branch  A.  at  selling  price,  it  was  found  that  the  actual  Stock  was  short  by  £12, 
compared  with  the  balance  of  the  Stock  Account.  In  the  same  way  the  actual  Stock  at 
Branch  B.  was  greater  by  £7  than  the  balance  on  their  Stock  Account.  It  was  decided  to  write 
off  these  differences. 

From  the  particulars  given,  write  up  the  Branch  Accounts  in  the  Head  Office  Book^, 
and  prepare  Trading  and  Profit  and  Loss  Accounts  for  the  year  ending  31st  December,  1919, 
and  Balance  Sheet  as  at  that  date. 


stock  at  Ist  Jan.  at  Selling  Price         

Goods  Bent  to  Branches 

Net  Credit  Sales 

Cash  Sales 

Goods  Returned  to  Head  Office 

Allowances  off  Selling  Price        

Debtors  at  Ist  Jan.  

Cash  received  from  Debtors        

Discounts  allowed  to  Debtors 

Bad  Debts 

Stock  at  1st  Jan.,  at  Cost,  at  Head  Office  and  Branches 

Ditto  3l8t  December        

Purchases 

Salaries 

Trade  Expenses 

Rent,  Rates  and  Taxes 

Depreciation  

Discounts  Received  

Creditors 

J.  Foster,  Capital  Account  

„  Drawing  Account 

Leasehold  Premises  

Fixtures  and  Fittings 

Cash  at  Bank        

,.    In  Hand        


1  Head  Office. 

1 

Branch  A. 

Branch  B. 

£ 

8. 

d. 

£   s.  d. 

£ 

s.  d. 

2,000  0  0 

1,400 

0  0 

15,000  0  0 

10,000 

0  0 

9,820  0  0 

6,390 

0  0 

5,150  0  0 

3,821 

0  0 

200  0  0 

120 

0  0 

118  0  0 

76 

0  0 

750  0  0 

540 

0  0 

9,615  0  0 

6,192 

0  0 

160  0  0 

107 

0  0 

105  0  0 

41 

0  0 

7,600 

0 

0 

6,900 

0 

0 

13,621 

0 

0 

1,020 

0 

0 

620  0  0 

490 

0  0 

420 

0 

0 

115  0  0 

76 

0  0 

849 

0 

0 

325  0  0 

190 

0  0 

650 

0 

0 

264 

0 

0 

2,432 

0 

0 

14,042 

0 

0 

5.140 

0 

0 

5,200 

0 

0 

3,120 

0 

0 

1,040 

0 

0 

22 

0 

0 

18  0  0 

10 

0  0 

Dr. 


STOCK    ACCOUNT.   BRANCH   A. 


Or. 


1919. 
Jan.     1 
Dec.  81 


1080. 
Jan.     1 


To 


Goods  froiii:Head  Office 


TO  BaUnea — Stoek 


2.000    0    0 
15.000    0    0 


1910. 
Dm.  81 


tl7.000    0    0 


£1.700    0    0 


B«(OffiM  to  HMd  Otto* 
AUowMOW  off  MUng 


i  •.  4. 

f  .StO  •  0 

S.1M  0  0 

MO  0  0 

lis  0  0 

12  0  0 

1.700  0  0 


*17 


SL 


0    0 
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Dr. 


1919.     I 
7aa.     1 
Der.  81 


Jan. 


STOCK    ACCOUNT.   BRANCH   B. 


To  Balance— Stock  .. 
„    Goods  from  Head  Office 
„    Difference  in  Stock 


To  Balance— Stock  .. 


£ 
1,400 
10,000 
7 


8.   d. 
0     0 


£11.407     0     0 


£1.500     0     0 


1919. 
Dec.  31 


By  Net  Credit  Sales 
„    Cash  Sales 
„    Returns  to  Head  Office 
„    Allowances  off  Selling 

Price 
„    Balance — Stock 


Cr. 


£  s.  d. 

6,390  0  0 

8,321  0  0 

120  0  0 

76  0  0 

1,500  0  0 


£11,407     0     0 


Dr. 


TOTAL    DEBTORS    ACCOUNT,    BRANCH   A. 


Cr. 


1019. 
Jan.     1 
Dec.  31 

To  Balance 

„    Net  Credit  Sales.. 

To  Balance 

750     0     0     1 
9,820     0     0 

1919. 
Dec.  31 

1 

By  Cash 

„    Discounts 

„    Bad  Debts       . . 

„    Balance 

£     8.   d. 

9,615     0     0 

160     0     0 

105     0     0 

690     0     0 

£10,570     0     0     1 

£10,570     0     0 

1920. 
Jan.     1 

1 

£690     0     0 

1 

Dr. 

TOTAL    DEBTORS   ACCOUNT, 

BRANCH   B. 

Cr. 

1919. 
Jan.     1 
Dec.  31 

To  Balance 

„    Net  Credit  Sales.. 

To  Balance 

£       s.   d. 

540    0    0 

6,390     0     0 

1919. 
Dec.   31 

By  Cash 

„    Discounts 

„    Bad  Debts      . . 

„    Balance 

£       8.   d. 

6,192     0     0 

107     0     0 

41     0     0 

590     0     0 

£6,930     0     0 

£6,930     0     0 

1920. 
Jan.     1 

£590     0     0 

Dr. 


1919. 
Dec.  31 


GOODS    SENT    TO    BRANCHES    ACCOUNT,   A. 


Cr. 


To  Returns  from  Branch    . . 
„   Allowances     off     Selling 

Price 

„    Difference  in  Stock 

„   Transfer  to  Sales  Account 

„    Balance — Stock  Suspense 


£  8.  d. 

200  0  0 

118  0  0 

12  0  0 

14,970  0  0 

1.700  0  0 


£17.000     0     0 


1919. 
Jan.     1 
Dec.  31 


1920. 
Jan.     1 


By  Balance — Stock  Suspense 
„    Goods  to  Branch 


By  Balance — Stock  Suspense 


£       8.   d. 

2,000    0    0 

15,000     0     0 


£17,000     0     0 


£1,700     0     0 


Dr. 


GOODS    SENT    TO    BRANCHES    ACCOUNT,    B. 


Cr. 


1919. 
Dec.  31 


To  Returns  from  Branch   . . 
„    A  Uowances  off  Selling  Price 
„   Transfer  to  Sales  Account 
„    Balance — Stock  Suspense 


£ 

120 

76 

9,711 

1.500 


£11.407     0     0 


1919. 
Jan.     1 
Dec.  31 


1920. 
Jan.     1 


By  Balance — Stock  Suspense 
„    Goods  to  Branch 
„    Difference  in  Stock 


£ 
1,400 
10,000 
7 


s.  d. 

0  0 

0  0 

0  0 


£11.407     0     0 


By  Balance— Stock  Suspense      £1,500    0    0 
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Dr. 


1919. 
J»u.     1 
Dec    31 


TRADING    AND    PROFIT    AND    LOSS    ACCOUNT 
FOR  THE  Year  ending  3Ist  December,  1919. 


Ct. 


To  Stoek  . . 
„  Porchases 
„   Gross  Profit 


8.   d. 


£  s. 

7,«00  0 

13,S21  0 

10,360  0 


d. 

1919. 

0  1 

Deo.  81 

0  ! 

0 

By 


Branch  A. 
Branch  B. 


£        t. 

14.07Q     0 
9.711     0 


d.! 

0 

0 


£31.581 


To  Salaries- 
Head  Office  . . 
Branch  A.     . . 
Branch  B.     . . 

„  Trade  Expenses : 
Head  Office  . . 
Branch  A.  . . 
Branch  B.     . . 

M  Bent,  BAtes  and 

Taxes: 

Head  Office  . . 

Branch  A.     . . 

Branch  B.     . . 

„  Disconnta 

Allowed : 
Branch  A.     . . 
Branch  B.     . . 

„  Bad  Debto : 

Branch  A.     . . 
Branch  B.     . . 

„  Depreciation    .. 

„  Balance,    being 
Net    Profit 
carried    to 
Capital    Ac- 
count.. 


1,020 
620 
490 


420 

115 

76 

0 
0 
0 

0 
0 
0 

! 

349 
325 
190 

0 
0 
0 

0 
0 
0 

160 
107 

0 
0 

0 
0 

105 
41 

0 
0 

0 
0 

„   stock 


By  Gross  Profit 
„   Discounts  Received 


£10,624    0    0 


Dr. 


To  Sundry  Creditors 
„  J.Poater.Capital  Account, 
balance  at  1st  Jan.,  1919 
Add  Profit    . . 


X«M  Drawings 


BALANCE    SHEET.   3l8T  Dboembbr,    1919. 


14,942 
6,956 


By  Leasehold  Premiaet 
„  Fixtures  and  Fltttags 
H  Stock 
„   Sundry  Debtors — 

Branch  A. 

Branch  B. 


£     s.  d. 


600 
690 


S! 


Cash— 

At  Bank    . . 

Id  Hand- 
Head  Office 
Branch  A. 
Branch  B. 


£22 
18 
10 


1.640     0     0 


60     0     0 


1.  d. 


24,681     0     0 
6,900     0    0 


£S1.&81     0     0 


10,860     0     O 
264     0    0 


£10,624    0    0 


Or, 


£  s.  d. 

6,200  0  0 

3,120  0  0 

6.900  0  0 


1.180    0    0 


1.690 

0 

0 

tlS.190 

0 

0 

(b)  Qoods  charged  to  Branches  at  cost  price. 

In  many  kinds  of  businesses  it  is  impracticable  to  work  on  the 
method  just  described,  either  because  the  stock  is  perishable,  or  is  sold 
at  varying  prices  according  to  the  quantities  taken  by  the  purchasers. 

q2 
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In  most  cases  of  this  kind  the  goods  will  be  charged  out  at  cost.  As 
a  result,  it  Avill  not  be  possible  in  the  Head  Office  Branch  Ledger  to  keep 
a  Groods  Account  which  can  be  reconciled  by  including  the  closing  stock, 
but  on  the  other  hand,  all  materials  ^vill  be  found  for  the  preparation 
of  a  proper  Trading  Account  for  the  Branch,  the  opening  and  closing  stocks 
being  taken  at  cost  price,  and  the  goods  charged  out  being  also  at  cost 
price.  The  cash  and  credit  sales  will  be  ascertained  in  a  similar  manner 
to  that  described  under  the  other  system,  as  also  will  all  the  other  items. 

Although  the  exact  result  of  the  trading  can  be  ascertained,  it  cannot 
be  contended  that  such  an  absolute  check  is  afforded  by  this  system 
as  by  the  former,  and  consequently  it  may  be  advantageous  to  supple- 
ment it  by  a  statistical  stock  record  compiled  monthly  in  the  following 
manner : — 

The  opening  stock  will  be  taken,  and  to  it  added  the  purchases. 
From  the  total  thus  arrived  at  will  be  deducted  the  gross  sales  ;  the 
gross  profit  estimated  at  the  average  rate  will  be  added,  and  the  result 
will  then  represent  the  estimated  stock  on  hand.  By  a  comparison 
of  these  monthly  figures  it  can  be  seen  whether  the  stock  fluctuates, 
and  if  there  is  any  reason  to  suspect  any  irregularity,  the  actual  stock 
can  be  taken  without  notice  being  afforded  to  the  manager,  and  it  can 
then  be  seen  what  justification  there  is  for  the  suspicion.  It  must  be 
remembered,  however,  that  this  arrangement  forms  no  part  of  the  double 
entry  book-keeping,  and  is  merely  in  the  nature  of  a  periodical  estimate. 


ILLUSTRATION- 
BRANCH   A.   MONTHLY   STOCK  ACCOUNTS— January  to  June. 


Jan. 

Feb. 

Mar. 

April. 

i        May. 

June. 

Opening  Stock 

Add  Purchases 

£ 

1,400 

200 

!             £ 
1,225 
£50 

£ 

1,175 

350 

j 

1 

Less  Sales   . . 

1,600 
500 

1         1,475 
1            400 

1,525 
420 

1                                    ; 
,                                    1 

Add  Gross  Profit  25  %  on  Siles. . 

1,100 
125 

1.075 
100 

1,105 
105 

i                                    i 
1 

Estimated  Closing  iitock 

£1,225 

i      £1,175 

£1.210 

1 

1 
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In  cases  where  credit  sales  at  the  branches  are  at  all  numerous, 
it  is  advisable  for  Total  Debtors  Accounts  to  be  kept  in  respect  thereof 
at  the  Head  Office  ;  in  other  cases  where  the  credit  is  short  and  the 
amount  outstanding  at  any  time  not  very  large,  such  accounts  are 
not  kept,  but  the  outstanding  debtors  are  brought  into  the  accoimta 
at  the  end  of  each  period  in  the  same  manner  as  Stock. 


ILLUSTRATION- 

Goods  are  charged  out  from  the  Head  Office  of  a  Company  to  its  Branches  at  cost  price. 
Cash  received  at  the  Branches  is  paid  into  the  Head  Office  daily.  From  the  following  par- 
ticulars, prepare  Profit  and  Loss  Account  of  the  X.  Branch  for  the  year  ending  Slst  December, 
1919:— 


Goods  sent  to  Branch,  less  Returns 
Stock  Ist  January,  1919 
Cash  received  from  Branch    . . 
stock  3 Ist  December,  1919    . . 
Debtors  1st  January,  1919     . . 
Debtors  31st  December,  1919 
Rent,  Rates  and  Taxes 
Wages  and  Sundry  Expenses . . 


£ 

8. 

d. 

.  4,070 

0 

0 

630 

0 

0 

.  6,200 

0 

0 

740 

0 

0 

75 

0 

0 

89 

0 

0 

160 

0 

0 

340 

0 

0 

Dr. 


1010. 
Jan.     1  I 

I 

Ddo.  81 : 


1020. 
Jao.     1 


X.   BRANCH   PROFIT  AND   LOSS   ACCOUNT 
FOR  Year  ending  3  1st  December,  1919. 


To  Stock 
,,  Debtors 


£690 
75 


8.    d. 


Goods  from  H.O. 
Rent,  Rates  and  Taxes. 
Wages  and  Sundry 

Expenses. 
Net  Profit 


To  Balanoo— 
Stock 
Debtors  . 


£740     0     0 
80     0     0 


765 

4,070 

160 

340 
1,694 


£7,029     0     0 


£820    0    0 


1010. 
Dec.  31 


By  Cash 
„   Stock    . 
„  Debtors 


£740 


0    0 
0    0 


Cr. 


f      t.  d. 

6.200     0    0 


820     0     0 


£7.020     0    0 


(c)  Goods  charfi^ed  out  at  cost  price  plus  a  percentaire. 

An  alternative  method  to  charging  goods  out  at  cost  is  to  charge 
them  out  plus  a  percentage  representing  the  estimated  gross  profit  on 
the  cost  (which  is  distinct  from,  and  must  not  be  confused  with,  the 
rate  of  gross  profit  on  the  sales).  If  this  is  done,  the  opemng  and  closing 
stocks  must  be  taken  into  accoimt,  plus  the  same  percentage,  and  as 
a  result  the  Trading  Account  of  the  Branch  should  show  little  or  no 
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balance  one  way  or  the  other.  If  there  is  a  profit  or  loss  of  any  amount 
it  will  be  apparent  that  either  there  is  some  error,  or  the  rate  of  gross 
profit  assumed  is  not  correct.  In  the  case  of  a  loss,  attention  should 
also  be  directed  to  the  possibility  of  fraud  having  taken  place  in  con- 
nection wdth  either  cash  or  goods,  thereb}^  reducing  the  profit  that  should 
have  been  earned  by  the  Branch  in  the  ordinary  way.  Under  this  system 
the  accounts  in  the  Head  Office  Branch  Ledger  will  be  similar  to  those 
described  under  sub-section  (b).  It  should  be  remembered,  however, 
that  the  closing  stocks  must  be  adjusted  to  cost  in  the  same  way  as 
described  above  under  sub-section  (a). 

Under  this  method  it  will  be  jDOssible  for  the  Head  Office  to  compile 
from  their  own  books  not  only  a  Trading  Account  on  the  gross  principle, 
but  also  (by  adjusting  the  percentages  on  the  opening  and  closing  stocks 
and  purchases)  an  actual  Trading  Account  disclosing  the  net  profit  or 
loss  made  by  the  Branch. 


ILLUSTRATION— 

A  Company  charges  out  goods  supplied  by  the  Head  Office  to  its  Branches  at  cost,  plus 
25  per  cent.  From  the  following  particulars  show  the  Trading  Account  of  the  Branch  in  the 
Head  Office  Books,  and  prepare  a  Memorandum  Trading  Account  showing  the  real  gross 
Profits. 


Goods  sent  to  Branch,  less  Returns 

Sales        

Stock  at  commencement 
Stock  at  close    . . 


£  s.  d. 

.  11,000  0  0 

.  10,400  0  0 

.     1,500  0  0 

.    2,120  0  0 


Dr. 


BRANCH    TRADING  ACCOUNT   IN    HEAD    OFFICE    BOOKS. 


Cr. 


To  Stock     . .         . .      • 

„   Goods  from  Head  Office 

„   Gross  Profit 

£       ».  d. 
1.600    0    0 
11,000     0     0 
20     0     0     1 

By  Sales 

„   Stock            

£       B,  d. 

10,400    0    0 

2,120     0     J 

£12,520     0     0 

£12,520     0     0 

To  Balance — Stock          

£2,120     0     0 

Dr. 

ACTUAL    TRADING    ACCOUNT. 

Cr. 

To  Stock     . . 

£       s.  d. 
1,200     0     0 
8,800     0     0 
2,096     0     0 

By  Sales 

,,    Stock            

£       s.  d. 

10,400     0     0 

1,696     0     0 

„   Goods  from  Head  Office 

„   Gross  Profit 

£12,096     0     0 

£12,096     0     0 
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Note  to  Illustration. 

In  the  Head  Office  books,  if  it  was  desired  to  show  the  real  profit  at  the  Branch  as  part 
of  the  double  entry,  the  entries  would  be  as  follows  : — 


Br. 


BRANCH    ADJUSTMENT    ACCOUNT. 


Or. 


To  Balance  Down — 

%  on  aosing  Stock 

„   Profit  and  Loss  Account : — 
Actual  Gross  Profit 


£     s.  d. 

424    0    0 

2,096     0     0 


By  Balance  brought  forward — 
%  on  Opening  Stock    . . 

„    Goods  sent  to  Branches  Account — 
%  on  Goods  sent 

„   Branch  Trading  Account — apparent 
Profit  transferred 


fi  t.  d. 

SOO  0     0 

S.200  0     0 

20  0     0 


£2,520     0     0 


By  Balance 


Dr. 


GOODS    SENT    TO    BRANCHES    ACCOUNT. 


To  Branch  Adjustment  Account — 

%  on  Goods  sent  . . 
„  Trading  Account — cost  of  Goods  sent 


£2.520 

0  0 

£424 

0  0 

Or, 

ft 

11,000 

0  0 

£11.000 

0  0 

The  credit  balance  on  the  Branch  Adjustment  Account  of  £424  would  be  set  off  in  drawing 
the  Pinal  Accounts  against  the  debit  balance  of  £2,120,  which  represents  Stock  at  Branch 
plus  25  per  cent.,  and  this  Stock  would  then  show  in  the  Balance  Sheet  at  its  proper  figure 
of  cost,  viz.,  £1,696. 

It  should  be  observed  that  when  25  per  cent,  is  added  to  the  cost,  and  it  is  deBired  to 
ascertain  the  cost  when  only  the  gross  figures  are  given,  20  per  cent,  must  be  deducted  only, 
as  25  per  cent,  added  to  the  net,  is  equal  to  20  per  cent,  taken  off  the  gross. 

The  Actual  Trading  Account  is  merely  inserted  by  way  of  memorandum  to  prove  the 
correctness  of  the  Actual  Gross  Profit  shown  in  the  Branch  Adjustment  Account. 


§5. — Branches  where  the  whole  of  the   detail   Is   recorded   in 
the  Branch  Books. 

In  the  case  of  Branches  where  on  account  of  their  distance  from 
the  Head  Office,  or  owing  to  the  amount  of  detail  involved,  and  to  the 
necessity  of  keeping  the  permanent  record  on  the  spot,  it  is  found  necessary 
to  have  the  whole  of  the  accounts  kept  at  the  branch,  the  following  system 
will  apply. 

There  will  be  an  account  in  the  Branch  books  called  "  Head  Office 
Current  Accoimt,"  and  in  the  Head  Office  books  there  will  be  a  corre- 
sponding account  called  '*  Branch  Current  Account."  All  remittances 
of  cash  to  or  from  the  Head  Office,  and  transfers  of  goods,  &c.,  will  be 
passed  through  this  account,  either  in  detail  or  in  total,  at  the  end  of 
each  period.  In  the  Branch  books  this  account  can  be  regarded  as 
representing  the  capital  at  the  Branch,  and  consequently  if   the  assets 
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in  the  Branch  books  exceed  the  liabilities,  the  Head  Office  Current  Account 
will  necessarily  show  a  credit  balance.  In  the  Head  Office  books  the 
Branch  Current  Account  will,  in  the  same  way,  show  as  a  debit  balance 
representing  the  excess  of  assets  over  liabilities  at  the  Branch. 

At  the  end  of  each  balancing  period,  where  the  Branch  makes  out 
a  Trading  and  Profit  and  Loss  Account,  the  balance  of  that  account 
wall  be  transferred  to  the  Head  Office  Account,  and  the  Branch  Balance 
Sheet  will  then  disclose  the  assets  and  the  liabilities  at  the  Branch,  and 
the  balance  due  to  or  from  the  Head  Office. 

The  Head  Office  on  receiving  these  accounts  will  incorporate  the 
profit  at  the  Branch  by  debiting  the  Branch  Current  Account  and 
crediting  Profit  and  Loss  Account.  Assuming  no  other  adjustments  are 
necessary,  it  will  then  be  found  that  the  balance  on  the  Branch  Account 
in  the  Head  Office  books  agrees  with  the  balance  of  the  Head  Office 
Account  in  the  Branch  books,  and  consequently  Head  Office  and  Branch 
Balance  Sheets  can  be  amalgamated,  the  various  assets  and  liabilities 
being  added  together  under  their  respective  headings,  while  the  Current 
Account  Balances,  being  contras,  can  be  eliminated. 


ILLUSTRATION— 

The  following  are  Trial  Balances  of  the  Head  Office  and  Leeds  Branch,  respectively, 
of  a  business  at  Slst  December,  1919.  Prepare  amalgamated  Balance  Sheet,  and  show  the 
Leeds  Current  Account  in  the  Head  Office  books. 


DEBIT    BALANCES. 

Head  Office. 

Leeds. 

GoodwiU          

Stock   

Debtors           

Cash  at  Bank 

Plant  and  Machinery           

Leeds  Current  Account  1st  Jan.,  1919 

Goods  sent  to  Leeds 

Cash  sent  to  London 

£       s.   d. 
5,000     0     0 
6,500     0     0 
7,.300     0     0 
2,100     0     0 
4,300     0     0 
6.380     0     0 
1,500     0     0 

£       s.   d 

8,200     0     0 

4,100     0     0 

520     0     0 

1,700     0     0 

2,000     0     0 

£33,080     0     0 

£11,520     0     '1 

CEEDIT    BALANCES. 

£        8.    d. 
21,000     0     0 

530     0     0 
6,200     0     0 
3,100     0     0 

250     0     0 

2,000     0     0 

Share  Capital :— 21,000  Shares  of  £1  each,  fully  paid   . . 

P.  and  L.  Account— Balance  at  1st  Jan.,  1919 

„               „        Profit  for  year          

Creditors         

Reserve  for  Bad  Debts 

Goods  received  from  London         

Cash  received  from  Leeds 

Head  Office  Current  Account  Ist  Jan.,  1919 

£        s.   d. 

1,900     0     0 

1,600     0     0 

140     0     0 

1,500     0     0 

6,380     0     0 

£33,080     0     0 

£11,520     0     0 

1 
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Dr. 

LEEDS   CURRENT  ACCOUNT 

IN   HEAD   OFFICE   BOOKS. 

Or. 

1919. 
Jan.     1 
Dec.  81 

To  Balance 

„  Goods         

„  Profit  and  Loss  Account : — 
Profit     

To  Balance 

£       s.   d.     , 
8,380     0     0 
1,500     0     0 

1,900     0     0 

1919. 
Dw.  31 

By  Cash 

,.   Balance 

£      B.  d. 
2.000     0     0 
7.780     0    0 

1920. 
Jan.     1 

£9,780     0     0 

£9,780     0     0 

£7,780     0     0 

Dr. 


BALANCE    SHEET,   31st  December,    1919. 


Or. 


{     £        s.   d. 
To  Share  Capital  :— 

21,000  Shares  of  £1  each, 
fully  paid 
„   Sundry  Creditors : — 

Head  Office    . .         . .   3,100    0    0 
Leeds 1.600    0    0 


Profit  &  Loss  Account : — 

Balance  at  Ist  Jan.  . .      530    0    0 
ild<<  Profit  for  year   ..   8,100    0    0 


£       s.  d. 
21,000    0     0 

4,700     0     0 


By  Goodwill 
„  Plant  and  Machinery  : — 

Head  Office 

Leeds 


Stock:— 
Head  Office 
Leeds 


8.  d. 


4,300     0     0 
1,700     0     0 


6,500     0     0 
3.200     0     0 


— .      8,630     0     0 


Sundry  Debtors : — 

Head  Office     £7,300  0  0 
Leit  Reserve    250  0  0  | 


Leeds         ..      4,100  0  0 
Leu  Reserve    140  0  0 


■  7,050    0     0 


I  8.960    0     0 


Cash  :— 

Head  Office 
Leeds 


2,100    0    0 
520     0     0 


£34,330     0     0 


£        s.  d. 

5,000    0    U 


6,000    0    0 


9.700    0    0 


11,010    0     0 


2.620    0     0 
£84,880    0     0 


It  frequently  happens  that  at  the  date  of  the  Balance  Sheet,  items 
either  of  cash  or  of  stock  may  be  in  transit  between  the  Head  Office 
and  the  Branches,  or  between  one  Branch  and  another  Branch.  In 
such  a  case  it  will  be  apparent  that  whereas  for  example  the  Head  Office 
will  have  debited  the  Branch  with  cash  sent  on  the  last  day  of  the  year, 
the  Branch  will  not  have  credited  the  Head  Office,  o>ving  to  the  fact 
that  the  item  of  cash  was  not  received  till  the  beginning  of  the  new  year. 
Adjustments  must  be  made  in  respect  of  such  items. 

ILLUSTRATION- 

A  Company  has  its  Head  Office  in  London,  and  Branches  at  Liverpool  and  Sheffield. 
The  following  are  the  separate  Balance  Sheets  on  31st  December,  1919. 


Dr. 

LONDON. 

Or. 

i 

•.  a. 

£ 

s.  4. 

To  Vtmxt  Capital  :— 

100,000  Shares  of  £1  eaeh,  fully  paid 

100.000 

0    0 

By  Stoek 

M,fS0 
4S,ftOO 

0    0 

Debtorii* 

.. 

0    0 

„  Creditors            

fl.OOO 

0     0 

h'  SheAeld    Cmnt 

Aoooont    (after 

„   Lhrerpool   Current  Account  (*ft«r 
debiting  £100  Cash  remitted  on 

debltlnt  £900  8U 
BheAild  on  tlst 

>ck 

retanMd  to 

Deoember,  1019, 

Slit  December,   1919,  and  re- 

and  reeelTed  at 

Um 

■eld  OB  ird 

oehred  at  LlTerpool  on  lat  Jan., 

Jan..  19t0)   .. 

, . 

. .        •  • 

t7,140 

0    0 

1920)..                     

390 

0     0 

..  OasAatBank 

. . 

11,600 

0     0 

,.  Profit  and  Lou  Account  :— 

BaUnoe  at  1st  Jan.  . .    £1.7ft0    0    0 

Add  Profit  for  year  . .      9,250    0    0 

11,000 

0     0 

£117,390 

0    0 

£117.S90 

0     0 
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Dr. 


LIVERPOOL. 


Dr. 


SHEFFIELD. 


Or. 


£ 

s. 

d.    1 

£ 

8.    d. 

To  Credltora          

1,750 

0 

0 

By  Stock             

8,505 

0     0 

„  Bank  Overdraft          

4,000 

0 

0 

„    Debtors        

1,750 

0     0 

.,  Shettield     Current     Account    (after 

„    Head  Office  Current  Account  (after 

debiUng  £150  Stock  sent  to  Shef- 

debiting £75  Stock  sent  to  London 

field    Sl8t    Dec,    1919,    and   re- 

31st Dec,  1919,  and  received  at 

ceived  at  Sheffield  on  3rd  Jan., 

London  on  2nd  Jan.,  1920) 

565 

0     0 

1»20)           

ro 

0 

0 

£5,820 

0 

0 

£5,920 

0     0 

Cr. 


To  Creditors          

„  Head  Office  Current  Account  (after 
debiUng  £500  cash  sent  to  Head 
Office  31st  Dec.,  1919,  and  received 
at  London  Ist  Jan.,  1920) 

£       8.    d. 
5,050     0     0 

26,340     0     0 

1 

By  Buildings,  Plant  and  Machinery.. 

„    Stock           

„    Debtors        

„    Liverpool  Current  Account 

„    Cash  at  Bank         

£       s.   d. 

20,470     0     0 

5,200     0     0 

3,250     0     0 

220  0  0 
2,250     0     0 

£81,390     0     0 

£31,390     0     0 

The  Profit  and  Loss  balances  at  the  Branches  have  been  adjusted. 

Make  the  further  adjustments  necessary,  and  prepare  aggregate  Balance  Sheet  as  at 
31st  December,  1919. 


Dr. 


Dr. 


Dr. 


HEAD    OFFICE    BOOKS. 

LI\^RPOOL    CUKRENT    ACCOUNT. 


SHEFFIELD    CURRENT    ACCOUNT. 


To  Sheffield  Cnrreiit  Aocoimt 


CASH    IN    TRANSIT. 


£     s.  d. 
600    0    0 


Cr. 


To  Balance           

£     s.   d. 
465    0    0 

By  Balance        

„    Stock  in  transit 

By  Balance        

£     s.  d. 

390    0    0 

75     0     0 

£465     0     0 

£465     0     0 

£465     0     0 

Cr. 


To  Balance            

£      s.   d. 
27,140     0     0 

By  Cash  in  transit 

„    Balance 

£      s.   d. 

500     0     0 

26,640     0     0 

£27,140     0     0 

£27,140     0     0 

To  Balance 

£26,640     0    0 

Cr. 


Dr. 


To  Liverpool  Current  Account 


STOCK    IN    TRANSIT. 


£    8.   d. 
75     0     0 


Cr. 
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LIVERPOOL  BOOKS. 
Dr.  SHEFFIELD  CURRENT  ACCOUNT.  Cr. 


By  Balance 


S     ■.  d. 

70    0    0 


Dr. 

CASH   IN 

TRANSIT. 

Cr, 

To  Head  Office  Current  Account 

£     s.  d. 

100    0    0 

By  Balance        

£     a.  d. 

100     0     0 

£100    0     0 

£100     0     0 

£100     0     0 

Dr, 


HEAD    OFFICE    CURRENT    ACCOUNT. 


Or, 


To  Balance 

£        8.    d. 
565     0     0 

1 

By  Cash  In  transit 

1      „   Balance        

1 

£      8.   d. 
100     0     0 
465     0     0 

£665     0     0 

£505     0     0 

ToBaUnce 

£465     0     0 

Dr. 


To  Balance. 


SHEFFIELD     BOOKS. 

HEAD    OFFICE    CURRENT    ACCOUNT. 


£      8.  d. 

26,640    0    0 


£26,040     0     0 


By  Balance 

„    Stock  In  transit 


By  Balance 


Cr, 


£ 

S9.640 
300 

a.  d. 
0    0 

0     0 

£26,640 

0    0 

£26.640    0    0 


Dr, 

STOCK   IN 

TRANSIT. 

To  Liverpool  Current  Account 

..   Head  Office  Current  Account 

£       8.    d.       1 

150    0     0      ! 
SOO     0     0 

By  Balance 

£450     0    0 

To  BiOance 

£450     0     0      1 

Or, 


£     8.  d. 
450    0    0 


£450    0    0 


Ih. 

LIVERPOOL    CURRENT    ACCOUNT. 

Or, 

To  Balaaoe 

£       8.    d. 

220    0    0 

By  Stock  In  timniit 
,.    Balance       ... 

£     8.  d. 

150     0    0 
70    0    0 



IS80    0    0 

£220    0    0 

To^Balaom 

CTO    0    0 

i 
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In  some  cases  it  is  found  convenient  to  keep  the  record  of  the  fixed 
assets,  such  as  land,  buildings,  plant  and  machinery,  &c.,  in  the  Head 
Office  books  rather  than  in  the  Branch  books.  If  it  is  desired  to  charge 
the  Branch  with  depreciation  on  these  assets,  the  Head  Office  Account 
in  the  Branch  books  will  be  credited  with  the  amount  thereof,  and 
Depreciation  Account  debited.  The  assets  being  in  the  Head  Office 
books,  the  Head  Office  will  make  an  entry  crediting  the  Asset  Accounts 
and  debiting  the  Branch  Current  Account  with  the  amount  of  depreciation. 
Should,  however,  the  depreciation  not  be  charged  to  the  Branch,  but 
dealt  with  in  the  general  accounts,  no  such  entry  will  be  necessary. 

In  combining  the  final  accounts  of  a  business  where  there  are  only 
one  or  two  Branches,  it  is  frequently  found  convenient  to  show  the  accounts 
in  columnar  form,  a  column  being  provided  for  the  Head  Office,  for  each 
Branch,  and  for  the  Total  Figures.  When  this  is  done  care  should  be 
taken  to  see  that  the  amount  of  sales  from  the  Head  Office  to  Branches, 
and  the  amount  of  purchases  by  Branches  from  Head  Office,  together 
with  auy  similar  transactions  as  between  the  Branches  themselves,  should 
be  eliminated  from  the  total  column,  otherwise  the  total  figures  ^vill 
be  unduly  swollen  by  the  inclusion  of  transactions  within  the  business 
itself,  which  are  merely  departmental,  and  have  no  relation  to  the  actual 
turnover.  If  the  Balance  Sheet  is  in  columnar  form,  it  will  be  necessary 
to  include  the  balances  of  the  Current  Accounts  between  the  Head  Office 
and  Branches  in  the  respective  columas  to  which  they  relate,  in  order 
that  the  totals  of  these  columns  should  agree,  but  these  Current  Account 
Balances  should  not  be  extended,  since  they  represent  the  net  assets 
or  liabilities  at  the  Branches,  which  have  already  been  taken  into  account. 

When  inter-Branch  transactions  occur,  each  Branch  must  have  a 
current  account  for  the  Branch  with  which  the  transactions  are  effected, 
and  these  accounts  must  be  agreed  at  the  end  of  each  period  in  a  similar 
manner  to  the  current  accounts  between  the  Head  Office  and  Branches. 

ILLUSTRATJON- 

A.,  B.,  aud  C.  are  partners  iu  a  firm  having  separate  businesses  in  London,  Edinburgh, 
and  Dublin.  A.  manages  in  London,  and  receives  two-thirds  of  the  profits  there,  the  balance 
being  shared  equally  between  B.  and  C.  B.  manages  in  Edinburgh,  and  reoeiyes  half  of  the 
profits  there,  the  balance  being  shared  equally  between  A.  and  C.  C.  manages  in  Dublin,  and 
receives  one-third  of  the  profits  there,  the  balance  being  shared  equaUy  between  A.  and  B. 
The  Capital  Account  of  each  partner  is  kept  in  the  books  of  his  House.  Each  HouBe  from  time 
to  time  buys  from  and  sells  to  the  other  Houses  at  agreed  rates  sufficient  to  give  the  selling 
House  a  reasonable  profit  on  the  handling  of  the  goods,  and  such  transactions  have  been 
adjusted  through  the  Current  Accounts. 
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From  the  following  Trial  Balances  of  the  respective  Houses,  prepare  Columnar  Trading 
and  Profit  and  Loss  Account  for  the  year  ending  Slst  December,  1910,  and  Columnar  Balance 
Sheet  as  at  that  date.  It  is  agreed  that  the  Special  Legal  Expenses  incurred  in  London  shall 
be  borne  by  the  three  Houses  equally.  Show  the  Current  Accounts  and  Partners'  Capital 
Accounts  in  the  books  of  each  House.  Interest  on  Capital  to  be  charged  at  5  per  cent,  per 
annum,  but  no  interest  on  drawings.  Provide  depreciation  on  plant  and  machinery  at  10  per 
cent,  per  annum.     Closing  Stocks:  London,  £14,000:  Edinburgh,  £11,500;  Dublin,  £7,500. 
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LONDON    BOOKS. 


Dr. 


A.    CAPITAL    ACCOUNT. 


Cr. 


To  Drawings         

„  Balance 

£       8.   d. 

2,000    0    0 

28,850     0     0 

By  Balance        

„    Interest        

„    Profit  and  Ix>««  Account : — 

London  Profit    

Edinburgh  Profit 

Dublin  Profit 

By  Balance        

£        8.  d.    ' 
20,000     0     0 
1,090     0     0 

6,800     0     0 
1,650     0     0 
1,400     0     0 

£80,850     0     0 

£30,850     0     0 

£28.850     0     0 

Dr. 


EDINBURGH    CURRENT    ACCOUNT. 


Or. 


To  Balance            

„  A.,  Edinburgh  Profit 

„  Law  Charges 

f     8.  d. 

3,000     0     0 

1,650     0     0 

200     0     0 

By  Profit  and  Loss  Account  :— 

London  Profit  B 

„    Balance        

£      8.   d. 

1,700    0    0 
3,150     0     0 

£4,850     0     0 

£4,850     0     0 

To  Balance           

£3,150     0     0 

Dr. 


DUBLIN    CURRENT    ACCOUNT. 


Cr. 


To  Balance            

„  A.,  Dublin  Profit 

„  Law  Charges 

£     8.  d. 

2,000    0    0 

1,400     0     0 

200     0     0 

i 

1     By  Profit  and  Loss  Account:— 

London  Profit    C 

„    Balance        

£     8.  d. 

1,700     0     0 
1,900     0     0 

£3,600     0     0 

£3,600     0     0 

To  Balance           

£1,900     0     0 

EDINBURGH     BOOKS. 


Dr. 


B.   CAPITAL    ACCOUNT. 


Cr. 


To  Drawings         

,.  Balance            

£     8.   d. 

1,000     0     0 

13,800     0     0 

By  Balance  ..  ..''.. 
„  Interest  . .  . .  *  . . 
„    Profit  and  Loss  Account : — 

Edinburgh  Profit 

London  Profit    

Dublin  Profit 

By  Balance        

£      s.   d. 

8,000     0     0 

400     0     0 

3,300     0     0 
1,700     0     0 
1,400     0     0 

. 

£14,800     0     0 

£14,800     0     0 

£13,800     0     0 

§  5.]       DEPARTMENTAL  ACCOUNTS,  BRANCH  ACCOUNTS,  ETC. 
Dr.  LONDON  CURRENT  ACCOUNT. 


To  B.,  London  Profit 
M  Balance 


£  s.  d. 
1,700  0  0 
3,150    0    0 


By  Balance 

„    Law  Charges 
„    Profit  and  Lobs  Account  :- 
Edinburgh  Profit,  A.    . 


£4.850    0    0 


By  Balance 
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Or. 


£     s.  d. 

3.000     0     0 

200     0     0 


,         1,650 

0 

0 

£4,8S0 

0 

0 

£3,150 

0 

0 

Dr. 

DUBLIN    CURRENT    ACCOUNT. 

CV. 

To  B.,  Dublin  Profit 
„  Balance 

.*.' 

£      8.    d.     1 
1,400     0     0 
1,250     0     0 

1 

By  Balance        

„    Profit  and  Loss  Account : — 

Edinburgh  Profit,  C 

By  Balance        

£     s.  d. 

1,000     0     0 

1.650     0     0 

£2,650     0     0 

£2,650     0     0 

1 

£1,260     0     0 

DUBLIN    BOOKS. 


Dr. 

C.   CAPITAL 

ACCOUNT. 

Or, 

To  Drawings         

„  Balance            

£      s.   d.     1 
1,000     0     0     ' 
9,000     0     0 

By  Balance       

„    Interest        

„    Profit  and  Loss  Account  :— 

Dublin  Profit 

London  Profit 

Edinburgh  Profit 

By  Balance       

£ 

5,000 

250 

1,400 
1,700 
1.650 

8.  d. 

0     0 
0     0 

0     0 
0     0 
0     0 

£10,000     0     0     1 

£10,000 

0     0 

£9.000 

0    0 

Dr. 


To  C,  London  Profit 
.,   Balance 


LONDON    CURRENT    ACCOUNT. 


£    t.  d. 

1.700    0    0 
1.000     0     0 


£8,600    0    0 


By  Balance       

„    Law  Charges 
„    Profit  and  Loss  Account : — 
Dublm  Profit,  A. 


By  Balance 


£ 

2,000 

200 


Cr. 


s.  d. 

0  0 

0  0 

0  0 


a  600    0    0 


£1.000     0     0 


Dr. 


To  Balance 
..  C.  Edinburgli  I*rofit 


To  balance 


EDINBURGH    CURRENT    ACCOUNT. 


£  s.  d. 
1,000  U  0 
1.660     0    0 


.660     0    0 


£1,SM    0    0 


By  l*roflt  and  Low  Acooont 

DobUn  Proflt.  B. 
M    Balance 


Or. 


£     •    e. 

1,400    0    0 
1,250     0    0 


£2.650     0     0 


R 
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I>r. 


ro  CredJton 
„  Current  A/cs 

London 

Dublin 
„  Capital   Acs. 

b!    \\ 
C.     .. 


COLUMNAR    BALANCE    SHEET,    31st   December,    1919. 


London.    I  Edinborgh.       Dablin     j     Total. 


£     8.d. 
18.800  0  0' 


28.850  0  0 


£      8.d. 
7.000  0  0 


8,150 
1,250 


13,800  0  0 


£      8.d.l 
7.600  0  0 


1.900  0  0. 


9.000  0  0 


£       B. 
81,400  0 


28,850 

18,800 

9,000 


£45,650  0  0  £25,200  0  0  £18,500  0  0,  £88,050  0  0 


By  Plant 

„    Stock 

„    Debtors 

„   Current  A  cs. 
Edinburgh 
Dublin       . . 

..   Cash.. 


London.    •  Edinburgh.      Dublin. 


£      s. 

6,300  0 

14,000  0 

17,800  0 

3,150  0 
1,900  0 
2,500  0 


£ 

8,600 

11,500 

8.600 


1.500  0  Oi 


2,700 
7,500 
6,550 


S.d. 
0  0 
0  0 
0  0 


Or. 


Total. 


£  8.d. 
12,600  0  0 
88,000  0  0 
82,950  0  0 


1,250  0  o; 


500 


0  Oj   4,500  0  0 


£45,650  0  0  £25,200  0  0  £18,500  0  0  £88,050  0 


§6. — Foreign  Exchange. 

By  "  Exchange  "  is  meant  the  conversion  of  moneys  of  one  country 
into  the  terms  of  another.  The  market  rate  between  two  countries  is 
fixed  by  the  actual  supply  and  demand  for  Bills  of  Exchange,  and  in 
this  country  the  current  rates,  known  as  the  "  Course  of  Exchange," 
are  published  by  the  Bill  Brokers  from  the  London  Royal  Exchange 
twice  weekly. 

The  necessity  for  converting  sterling  into  foreign  currency,  and 
vice  versa,  arises  where  a  transaction  is  entered  into  between  two  persons 
living  in  different  countries.  For  instance,  a  London  merchant  may 
receive  goods  from  a  German  merchant,  the  same  being  invoiced  to  him 
in  German  currency,  which  would  probably  be  converted  into  sterling  at 
a  fixed  average  rate.  In  order  to  settle  the  account  he  will  buy  in  the 
London  market  for  sterling  a  Bill  on  Germany  for  the  requisite  number 
of  marks. 

If  the  rate  of  exchange  is  in  favour  of  this  country,  ix,  if  there 
are  more  Bills  available  than  are  in  demand,  a  sovereign  will  purchase 
a  greater  number  of  marks  than  would  otherwise  be  the  case,  and  a 
profit  on  exchange  will  result.  The  converse  is  the  case  where  the  rate 
of  exchange  is  against  this  country.* 


♦For  farther   information  on   this  subject   the   reader   is   referred    to  An   Outline  of  the   Money 
Market,  by  Ernest  Evan  Spicer,  F.C.A.   (2nd  Edition), 


§§  5-7.]  DEPARTMENTAL   ACCOUNTS,    BRANCH   ACCOUNTS,    ETC.  259 

ILLUSTRATION- 

A.  in  London  owes  B.  Sc  Company  in  Paris  5,050  francs.  B.  &  Company's  account 
in  A.'s  Ledger  shows  a  credit  balance  of  £100,  A.  having  converted  the  francs  into  sterling 
at  the  rate  of  50*50.  A.  desires  to  pay  B.  &  Company,  and  for  that  purpose  purchases  in 
London  a  draft  on  Paris  for  5,050  francs,  for  which  he  pays  at  the  rate  of  50*56. 

Make  the  entries  in  A.'s  Books,  posting  up  and  balancing  off  B.  &  Co.'s  Account. 


Dr. 

A.'S   BOOKS. 
B.   &  CO.'S    ACCOUNT. 

Cr. 

To  Cash  for  Draft.. 
„   Profit  on  Exchange    . . 

Francs. 
505000 

99  17    8          By  Balance 

1 

Francs. 

cosooo 

i       100    0    0 

5050  00 

£100    0    0    ;; 

505000 

1     £100    0     0 

§  7. — Foreign  Branches. 

In  these  cases  when  the  Branches  are  of  a  trading  or  manufacturing 
nature,  it  will  be  found  necessary  to  keep  the  whole  of  the  detail  accounts 
at  the  Branch,  and  consequently  the  same  system  can  be  applied  as 
that  described  in  §  5. 

Where  the  Branch  is  situated  in  a  British  Colony  adopting  the 
British  coinage  system,  no  difficulty  will  arise  in  connection  with  the 
question  of  exchange,  since  all  accounts  will  be  in  sterling.  When,  how- 
ever, the  currency  of  the  Branch  accounts  is  not  sterling,  the  problem 
of  exchange  at  once  presents  itself,  and  requires  to  be  dealt  with. 

(a)  Branches  working  on  a  Fixed  Rate  of  Excliange. 

Where  the  rate  of  exchange  is  so  stable  that  fluctuations  can  be 
disregarded,  it  is  usual  to  work  on  a  fixed  rate,  and  this  is  frequently 
done  in  connection  with  the  United  States  of  America  and  France,  to 
mention  two  examples.  As  a  result  the  only  difference  on  exchange  will 
arise  in  connection  with  the  remittances  of  cash  to  and  from  the  Branch. 
In  the  Head  Office  books  the  Branch  Current  Accounts  should  be  ruled 
with  two  columns,  currency  and  sterling,  the  former  being  a  memorandum 
column  only.  The  remittances  should  be  entered  in  these  columns  as 
and  when  made.  At  the  end  of  the  period  when  the  Branch  remits  its 
accounts,  including  a  copy  of  its  Head  Office  Account,  every  item  will 
be  converted  at  the  fixed  rate  of  exchange,  with  the  exception  of  the^ 
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remittances.  The  difference  between  the  amount  of  these  remittances, 
converted  at  the  actual  and  fixed  rate  respectively,  will  represent  profit 
or  loss  on  exchange,  and  will  be  debited  or  credited  to  the  Branch  Office 
Accoimt  in  the  Head  Office  books,  and  credited  or  debited  to  Difference 
on  Exchange  Account.  The  conversion  of  the  Head  Office  balance  in 
the  Branch  books  at  the  fixed  rate  will  then  equal  the  sterling  balance 
of  the  Branch  Account  in  the  Head  Office  books,  and  the  accounts  can 
be  amalgamated  in  the  usual  manner. 

ILLUSTRATION— 

The  following  are  the  final  balances  of  a  Branch  in  Paris  at  31st  December,  1919. 
Convert  at  the  fixed  rate  of  exchange  of  Fes.  50. 50  to  the  £.  The  cash  remitted  from  Paris 
appeared  in  the  London  books  as  £98  6s.  6d.  Make  the  necessary  adjustments  in  the  London 
books  by  Journal  entry,  and  show  the  Branch  Current  Account  in  the  London  books  and  the 
London  Current  Account  in  the  Branch  books. 


FINAL    BALANCES,   31st   December,    1919. 


Fes. 

Fes. 

Cash  at  Bank 

12,091.44 

1,141.06 

^6,091.76 

51,3f3.22 

4,899.98 

120,000.00 
87,354.42 

5,000.00 

Cash  in  Hand 

Stock  Slst  December,  1919 

Plant            .           .           .                    

Reserve  for  Bad  Debts    . . 

8,442.66 

Debtors 

Profit  and  Loss  Account— Profit  for 
Creditors     . . 

year       

10,319.04 
113,864.06 

Remittances  to  London   . . 

Head  Office  Account — Balance  at  Is 

t  January,"  1919  "         '. '. 

.  205,306.12 

Fcs.337,931.88 

Fcs.337,931.88 

^^ 

Rule  for  Converting  Currency  into  Sterling  when  the  rate  is  per  £. 

Divide  the  currency  figure  by  the  rate  of  exchange,  and  the  quotient  will  be  £  sterling 
the  decimal  remainder  must  then  be  converted  into  shillings  and  pence. 


FINAL   BALANCES,  31st  December,  1919,  converted  at  Fcs.50.50  per  £. 


£      8.   d. 

£       8. 

d. 

Cash  at  Bank        

239     8     8 

Cash  in  Hand        . .           

22  11  11 

Stock  Slst  December,  1919        

1,110  14     6 

Plant           

1,016  17  11 

Office  Furniture 

97     0     7 

Reserve  for  Bad  Debts 

167     3 

7 

Land  and  Premises          

2,376     4     9 

Debtors 

1,729  15   10 

Profit  and  Loss  Account— Profit  for  year        

204     6 

9 

Creditors 

2,254  14 

8 

Remittances  to  London  (actual  rate)    . . 

98     6     6 

Head  Office  Account — Balance  at  Ist  January,  1919 
Difference  in  Exchange 

13     8 

4,065     9 

4 

£6,691  14     4 

£6,691  14 

4 

1 
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LONDON    JOURNAL. 


1919. 
DtfC.  31 

Exrhanfre  Account        

To  Paris  Current  Account 

..       Dr. 

£    t.  d. 

IS    8 

204     6     9 

13     8 

Deo.  SI 

(Being  difference  In  Exchange  on  remittances) 

Paris  Current  Account 

To  Profit  and  Loss  Account 

..       Dr. 

204     0     9 

(Being  Fc9. 10,3 19.04  profit  for  year  ^  Fc9.50.50  per  £) 

Dr. 

LONDON    LEDGER. 
PARIS    CURRENT    ACCOUNT. 

Cr. 

To  Balance 
„  P.&L. Account:— 
Profit  for  year 

Fc*. 

To  Balance . . 

Francs. 

Sterling. 

1  919. 
Dec.  81 

By  Remittances 
„   Difference  in 

Exchange    . . 
„   Balance     .. 

Fes. 

Francs. 

SterUrg. 

1919. 
Jan.     1 
D«c.  31 

205,306.12 
10,319  04 

£      B.   d. 
4,065     9     4 

204     6     9 

5,000.00 
210,625.16 

£       8.    d. 
93     6     6 

13     8 
4,170  15  11 

215,625.10 

£4,269  16     1 

215.625.10 

£4,269  16     1 

1920. 
Jan.     1 

210,625.16 

£4,170  15  11 

Dr. 

PARIS    LEDGER. 
LONDON    CURRENT    ACCOUNT. 

Cr. 

To  Remittances.. 
„  Balance 

Francs.    ! 

1919. 

Jan.    1     By  Balance 

Dec.  31       „  P.  &  L.  Account  :— 

Profit  for  Year     .. 

Fa. 

Ftane*. 

Dec.  81 

Fes. 

^,000.00     ' 
210,625.16     , 

205,806.12 
10.S19.0i 

215.625.16 

216.625.16 

1 
1 
i 

1920.    1 
Jan.  1  1  By  Balance 

210,625.16 

Note. — It  S  not  usual  to  provide  memorandum  sterling  columns  in  the  currency  books, 
though  this  can  be  done  if  desired. 


(b)  Branches  Working  on  a  Fluctuating  Rate  of  Exchange. 

Where  the  exchange  is  of  such  a  fluctuating  nature  that  it  would 
be  incorrect  to  work  on  a  fixed  basis,  the  accounts  of  the  Branch  are 
usually  converted  on  the  following  principle : — 

(1)  Fixed  assets  at  the  same  rate  as  before. 

(2)  Floating  assets  and  liabilities  at  the  rate  of  the  day  of  the 

Balance  Sheet. 

(3)  Revenue  Balances  at  the  average  rate  of  the  period. 

(4)  Remittances  at  the  actual  rate. 

Additions  to  fixed  assets  should  be  converted  at  the  average  rate 
ruling  during  the  period,  or  if  special  remittances  are  made  for  the  purpose, 
at  the  average  rate  of  such  remittances. 
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If  depreciation  on  these  fixed  assets  is  provided  for  on  a  percentage 
basis,  the  conversion  thereof  cannot  be  worked  on  the  average  rate  for 
the  period,  although  it  is  a  revenue  item,  but  must  be  arrived  at  by  way 
of  a  percentage  on  the  opening  sterling  figure,  since  the  depreciation 
must  be  converted  on  the  same  basis  as  the  asset  itself.  The  reason 
why  fixed  assets  are  converted  at  the  same  rate  as  before,  although  the 
exchange  may  vary,  is  that  such  assets  remain  in  the  country  itself, 
and  are  not  in  the  ordinary  way  subject  to  conversion  into  cash  in  the 
same  manner  as  floating  assets  are.  At  the  same  time,  if  the  rate  of 
exchange  permanently  rises,  it  is  in  many  cases  thought  prudent  to 
provide  a  special  reserve  for  such  loss  on  exchange  in  the  case  of  fixed 
assets. 

The  average  rate  for  the  conversion  of  Revenue  Balances  will  be 
taken  either  from  the  average  rates  published  in  certain  newspapers 
at  regular  intervals,  or  by  taking  the  rate  at  the  first  day  of  each  month 
during  the  period,  adding  the  rates  up  and  dividing  by  a  number  equal 
to  the  number  of  months.  As  regards  goods  sent  out  or  received  from 
the  Branch,  these  will  be  converted  at  the  rate  ruling  on  the  day  when 
the  goods  were  despatched  by  the  Branch  or  received  by  them  as  the  case 
may  be. 

These  general  rules  are  subject  to  modification  in  certain  circum- 
stances, e.g.,  in  connection  with  Stores  Accounts,  which  it  is  customary 
to  adjust  on  a  standard  basis  so  that  no  profit  or  loss  on  Exchange  is 
written  off  in  respect  of  the  conversion  of  the  stock  of  stores  in  hand 
at  the  end  of  each  balancing  period. 

The  Branch  Trial  Balance  will  be  ruled  with  two  additional  sterling 
columns,  a  further  column  being  provided  for  the  appropriate  rate  of 
exchange,  and  each  item  will  be  converted  at  its  proper  rate,  with 
the  exception  of  the  opening  balance  on  the  Head  Office  Account,  which 
will  be  taken  at  the  sterUng  figure  as  shown  in  the  last  accounts.  It 
is  convenient  to  show  the  remittances  and  other  items  relating  to  the 
Head  Office  separately  in  the  Branch  Trial  Balance,  and  to  leave  the 
Head  Office  Current  Account  at  its  opening  figure  until  the  conversions 
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have  been  made,  owing  to  the  differing  rates  of  exchange  at  which  the 
various  classes  of  items  must  be  calculated. 

The  sterling  columns  of  the  Trial  Balance  will  be  added  up,  and 
the  difference  thereon  will  represent  the  difference  on  exchange,  which 
will  be  adjusted  through  the  Branch  Office  Account  in  the  Head  Office 
Books  in  the  manner  previously  explained.  If  the  difference  is  a  loss, 
it  should  be  written  off ;  if  a  profit,  it  is  advisable  to  carry  the  amount 
forward  to  the  next  account,  since  the  fluctuation  of  the  exchange 
may  possibly  result  in  a  loss  during  the  succeeding  period. 

ILLUSTRATION— 

The  following  is  the  London  Trial  Balance  of  the  China  Trading  Company,  Limited, 
at  3l8t  December,  1919: — 

£      8.  d.  £       8.   d. 

Share  Capital  :— 

Authorized,  50,000  Shares  of  £1  each — 

iMued,  36,000  ditto  fuUy  paid  . .  36,000    0    0 

Office  Expenses     . .  . .         . .         . .         . .         . .  , .  250    0    0 

Directors'  Fees 500    0    0     i 

Sundry  Creditors 

Salaries 

P.  A  L.  Account— Balance  at  Ist  January,  1919 

China  Branch  Account 

Remittances  from  China 

Exchange  Account— Balance  at  1st  January,  1919   . . 
Cash  at  Bank         


100     0 

0 

300     0 

0 

887   10 

6 

36,087   10 

6 

2,750     0 

0 

400     0 

0 

3.000     0 

0 

1    £40,137  10 

0 

£40.137  10 

6 

The  China  Branch  who  keep  Materials  used  distinct  from  Purchases  prepare  their  own 
Profit  and  Loss  Account,  but  do  not  deal  with  Depreciation.  They  send  over  the  following 
Trial  Balance  at  31st  December,  1919: — 


Tkel..          1 

TMlt. 

Cash           

12,000         ! 

Stock  Sl8t  December.  1010        

55.000         1 

Plant          

30,000 

Furniture  and  Fittings 

6,000         1 

lAnd  and  Premises          

120,000         1 

Debtors 

80,000 

Creditor* 

60.000 

Remittances  to  London 

20,000         j 

P.  and  L.  Account :  — 

Profit  for  year                 

85.000 

Head  Office  Account : — 

1 

BaUnce  at  1st  January,    1019 

! 

227.000 

322,000         1 

322.000 

The  original  rate  of  exchange  applying  to  fixed  assete  is  Ss.  6d.  per  tael ;  the  average 
rate  during  the  period  is  Ss.  per  tael ;  and  the  rate  on  the  day  of  the  Balance  Sheet  is  2b.  6d. 
per  tael. 

Convert  the  Foreign  Trial  Balance,  showing  the  difTerence  on  exchange.  Provide  depre- 
ciation on  the  Plant  and  Furniture  in  China  at  10  per  cent,  per  annum,  through  the  Londou 
books.  Show  the  Branch  Account  in  the  Head  Offloe  books  and  the  Head  Office  Account  in 
the  Branch  books,  and  prepare  Profit  and  Lost  Acooont  and  Balance  Sheet  of  the  Company. 


264 


BOOK-KEEPING   AND    ACCOUNTS. 


[Chap.  X. 


CHINA  TRIAL 

BALANCE, 

3  1st  December 

,  1919. 

Bate  of 

Dr. 

Cr. 

Dr. 

Cr. 

Exchange. 

Taels. 

Taels. 

Sterling. 

Sterllni?. 

8.  d. 

£       s. 

d. 

£        s.   d. 

CMh       

2    6 

12,000 

1,500     0 

0 

Stock  3l8t  December.  1919 

2    6 

55,000 

6,875     0 

0 

Plant 

8    6 

30,000 

5,250     0 

0 

Fumitare  and  Fittings 

8     6 

5,000 

875     0 

0 

Land  and  Premises 

3     6 

120,000 

21,000     0 

0 

Debtors 

2     6 

80,000 

10,000     0 

0 

Creditors 

2     6 

60,000 

7,500    0    0 

Remittance  to  London 

20,000 

2,750     0 

0 

P.  A  L.  Account :—     . . 

Profit  for  year 

3     0    ■ 

35,000 

5,250     0     0 

Head  Office  Account  :— 

Balance  at  1st  January,  1919. . 

227,000 

36,087  10     6 

Difference  in  Exchange           

587   10 

6 

322,000 

322,000 

£48,837   10 

6 

£48,887   10     6 

Dr. 


HEAD    OFFICE    LEDGER. 
CHINA    BRANCH    ACCOUNT. 


Cr. 


1010. 
Deel  81 

To  Balance 

„   P.  <t  L  Account  :— 
Profit  for  year  @  Ss. 

Taels. 

Sterling. 

! 
1919. 

Dec.  31 

By  Remittances 
„  Depreciation @38.6d. 
„    Exchange  Account 
„   Balance     . . 

Taels. 

Sterling. 

227,000 
35,000 

£      B.    d. 
36,087  10     6 

5,250     0     0 

20,000 
3,500 

238,500 

£        8.  d. 

2,750     0     0 

612  10     0 

587   10     6 

37,387  10     0 

1020. 
Jan.     1 

262.000 

£41,337  10     6 

262,000 

£41,337  10     6 

To  Balance 

238,500 

£37,387  10     0 

Dr. 


CHINA    LEDGER. 
HEAD    OFFICE    ACCOUNT. 


1019.      I 

Dec.  81    To  Remittances  

'  „  Plant    Account — Depreciation    @ 

■       „  10  % 

„  Furniture  Account  —  Depreciation 

„  at  10  % 

„    Balan.^e        


Taels. 


20,000 

3,000 

600 
238,500 


262,000 


1919. 
Jan.     1 
Dec.  31 


1920. 
Jan.     1 


By  Balance 
„    P.  &  L.  Account 


By  Balance 


Cr. 


Taels. 


227,000 
35.000 


262,000 


I    238,500 


Dr. 


PROFIT    AND    LOSS    ACCOUNT 
FOR  THE  Year  ending  31st  December,  1919. 


To  Head  Office  Expenses  :— 

Salaries 

Office  Expenses.. 
Directors'  Fees  . . 

£ 

300 
250 
500 

8.  d. 

0     0 
0     0 
0     0 

1,050     0 
612  10 
187  10 

3,399  19 

d. 

0 
0 
6 

„  Depreciation 
„  Loss  on  Exchange 
„  Balance,  being  Profit  carried 
to  Balance  Sheet 

•• 

£5,250     0 

0 

By  Profit  on  Trading 


Cr. 


£       8.  d. 
5,250     0     0 


£5,250     0     0, 
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Dr, 


BALANCE  SHEET,  3l8T  December.  1919. 


Cr, 


To  Share  Capital  :— 
Authorized— 

50,000  Sharesof£l 
each 


i  £50.000    0    0 


Issued — 
36,000  Shares  of  £1 
each,  fully  paid 
Sundry  Creditors  :— 
In  China     . . 
In  London  .. 

Profit  and  Loss  A/c  :— 
Balance  at  1st  Jan. 
Add  Profit  for  year 


7,500 
100 


887  10 
3,399  19 


S.   d. 


36,000    0     0 


7,600     0     0 


4,287  10     0 


By  Land  and  Premises 

„    Plant        

Utt  Depreciation  10  % 

fi 

5,250 
525 

8. 

0 
0 

d. 

0 
0 

„    Furniture  and  Fittinjts  . . 
Lets  Depreciation  10  % 

875 
87 

0 
10 

0 
0 

„    Stock        

„    Debtors 

£ 
21.000 


s.  d. 
0    0 


4.725    0    0 


Cash  at  Bank- 
In  China 
In  London 


1,500 
3,000 


787  10 

6.875     0 

10.000     0 


£47.887  10     0 


4.500     0     0 


£47,887  10     0 


Note  to  niusiration. 

The  China  Branch  will  be  advised  of  the  amount  of  depreciation  which  ia  to  be  written 
off  in  order  that  they  may  make  a  corresponding  entry  in  their  books,  thus  adjusting  their 
Account  with  the  Head  OflBce  to  the  same  figure  as  the  Branch  Account  in  the  Ifead  Office 
books. 

Similar  instructions  will  have  to  be  given  in  all  cases  where  entries  affecting  the  Branch 
are  made  in  the  Head  Office  books. 

It  should  be  observed  that  the  final  sterling  balance  of  the  Cliina  Branch  Account  in 
the  Head  Office  books  does  not  represent  the  conversion  of  the  currency  balance  at  any  of 
the  rates  given,  since  it  is  composed  of  various  assets  and  liabilities  converted  at  di£Ferent 
rates.  The  sterling  balance  of  the  Branch  Account  must  always  agree  with  the  sterling  figures 
of  the  net  assets  at  the  Branch  concerned. 


§8.— Foreign  Mine  Accounts. 

In  the  case  of  a  Mine  where  the  transactions  at  the  Mine  are  small 
and  mainly  of  a  cash  nature,  and  it  is  not  found  necessary  to  em]>loy 
a  competent  book-keeper  at  the  Mine,  monthly  cash  accounts  will  be 
submitted  by  the  manager,  duly  certified  by  him,  and  accompanied  by 
vouchers.  A  Mine  Cash  Book  and  Ledger  \vi\\  be  kept  at  the  Head  Office, 
ruled  for  currency,  in  addition  to  the  Head  Office  Sterling  Books,  and 
the  Cash  Account  entered  in  such  cash  book  monthly,  postings  being 
made  therefrom  to  the  ledger,  which  will  contain  a  Current  Account 
with  the  Head  Office  on  precisely  similar  lines  to  that  described  in  §  6. 
Sometimes  these  Mine  books  are  not  kept  at  the  Head  Office,  but  the 
expenditure  is  analysed  from  the  manager's  monthly  return,  and  converted 
at  the  proper  rate  of  exchange,  an  entry  being  made  in  the  Head  Office 
Sterling  Journal,  crediting  the  Mine  Account,  and  debiting  the  Expenditure 
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at  Mine  with  the  various  items.  This  method,  however,  is  not  recom- 
mended, inasmuch  as  it  does  not  constitute  a  clear  and  consecutive 
record  of  the  transactions  at  the  Mine,  and  necessitates  frequent  reference 
to  the  Mine  Returns,  which  are  in  many  cases  indifferently  rendered. 

In  all  but  the  simplest  cases  this  system  will  be  found  inadequate, 
and  it  will  be  necessary  for  a  competent  book-keeper  to  be  employed 
at  the  Mine,  where  proper  books  should  be  kept,  comprising  a  Cash  Book, 
Ledger  and  Journal,  Wages  Books  and  other  statistical  records.  Even 
where  a  proper  system  of  books  is  kept  at  the  Mine  (and  particularly 
where  no  local  audit  is  performed),  it  is  advisable  that  a  duplicate  set 
of  Mine  Books  should  be  kept  at  the  Head  Office  in  currency,  and  written 
up  regularly  from  the  Mine  Returns.  These  returns  should  be  made 
monthly,  and  duly  certified  by  the  Mine  manager  and  book-keeper.  It 
is  convenient  that  the  paper  on  which  they  are  entered  should  be  a 
facsimile  ruling  of  the  books  at  the  Mine,  and  folioed  to  correspond  with 
the  actual  folios  in  those  books  on  which  the  entries  occur.  The  returns 
will  be  as  follows  : — 

(1)  Copy  of  cash  book  supported  by  vouchers,  duly  numbered  and 

filed  in  order. 

(2)  Copy  of  journal,  in  which  will  be  recorded  all  transactions  other 

than  those  of  a  cash  nature,  particularly  the  proper  allocation 
of  expenditure  during  the  month  as  between  capital  and  revenue 
accounts.  Full  narrative  should  be  inserted  explanatory  of 
each  item. 

(3)  A  copy  of  the  Mine  Ledger  on  separate  sheets  numbered  to 

correspond  with  the  actual  ledger  folios,  each  account  starting 
with  the  balance  as  per  last  month's  return,  and  containing 
the  transactions  during  the  month,  closing  with  the  balance. 

(4)  Monthly  Trial  Balance. 

In  addition  to  these  monthly  returns,  the  following  should  also  be 
sent  over  on  the  occasion  of  each  balancing  period  : — 

(1)  Certified  copy  of  the  bank  pass  book,  certificate  of  the  bank 

balance,  and  reconciliation  statement. 

(2)  Certificate  of  cash  in  hand. 
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(3)  Certified  schedules  of  stock  of  ore,  stores  of  material  in  hand,  &c. 

(4)  Report  on  the  condition  of  the  Mine  generally,  with  particular 

reference  to  the  Development  Accounts  and  the  proportion 
thereof,  which  should  be  written  off  to  revenue  ;  also  as  to  the 
condition  of  the  plant  and  machinery,  and  rate  of  depreciation 
necessary. 

A  duplicate  set  of  Mine  books  will  be  kept  at  the  Head  Office  as 
before  described,  and  written  up  from  these  returns.  At  the  end  of  each 
period  the  revenue  balances  in  the  Mine  books  will  be  transferred  to 
the  Head  Office  Account,  and  a  corresponding  entry  made  in  the  Head 
Office  books,  crediting  the  Mine  Account  and  debiting  Expenditiu*e  at 
Mine.  The  remaining  balances  in  the  Mine  books  will  be  converted 
at  their  proper  rates,  and  the  principle  of  amalgamating  them  with  the 
Head  Office  figures  will  be  the  same  as  that  described  in  dealing  with 
Foreign  Branch  Accounts. 

In  many  cases  the  ore  sent  from  the  Mine  will  be  sold  through  agents, 
who  will  account  for  the  same  to  the  Head  Office  by  way  of  Account 
Sales.  In  that  event  no  record  of  ore  sales  will  pass  through  the  Mine 
books,  but  the  same  will  be  entirely  dealt  with  by  the  Head  Office. 
Where,  however,  the  ore  is  reaUsed  by  the  Mine  itself,  the  record  thereof 
will  appear  in  the  Mine  Accounts. 
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SYNOPSIS   OF  CHAPTER  XT. 


COST    ACCOUNTS. 

§  1. — The  Principle  of  Cost  Accounts.  { 

1 

2. — Contract  Cost  Accounts.  i 

(o)  The  Purchase  Journal.  i 

(b)  Materials  for  Contracts.  \ 

(c)  Materials  for  Stores.  i 
{d)  Materials  returned  from  Contracts.  ] 
(c)  Plant  used  on  Contracts.  i 
(/)  Carriage  of  Materials.  S 
ig)  Wages. 

{h)  Establishment  Charges. 

(1)  Working  Expenses. 

(2)  Administration  Expenses.  i 

(i)   The  Contract  Ledger.  \ 

(j)   Taking  Profit  on  Uncompleted  Contracts.  j 

{k)  The  Reconciliation  of  the  Cost  Accounts  with  the  Financial  Books.  ! 

3. — Output  Cost  Accounts.  j 

(a)  Cost  Sheets.  j 

(6)  Production  Accounts.  i 
(c)  Working  Accounts. 

4. — Factory  Cost  Accounts. 

(a)  Departmental  Cost  Accounts.  ' 

(6)  Multiple  Cost  Accounts.  i 

(c)  Process  Cost  Accounts.  i 

5. — Working  Cost  Accounts.  i 

! 

6- — Percentages  in  Trading  Accounts.  i 
7. — Standardisation  of  Accounts. 
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CHAPTER  XL 


COST  ACCOUNTS. 

§  1.— The  Principle  of  Cost  Accounts. 

In  practice  the  question  of  Cost  Accounts  is  frequently  one  of  con- 
siderable difficulty.  It  is  only  proposed  here  to  deal  with  the  question 
from  a  general  point  of  view  ;  to  set  forth  the  basic  principles  upon  which 
all  systems  of  costing  are  founded.  However  technical  the  detail  of  the 
business  to  which  it  is  desired  to  apply  a  system  of  Cost  Accounts,  the 
principle  upon  which  such  system  must  be  formed  is  the  same  in  all  cases^ 

The  object  of  Cost  Accounts  is  not  only  to  ascertain  the  precise 
cost  of  the  work  performed  and  profit  thereon,  but  also  the  way  in  which 
that  cost  is  made  up,  and  the  relation  that  each  item  of  cost  bears  to 
previous  transactions  of  a  similar  nature.  The  method  to  be  adopted 
to  arrive  at  this  result  will  vary  according  to  the  nature  of  the  business 
involved,  but  it  may  be  convenient  here  to  set  out  the  general  classes 
of  Cost  Accounts,  and  to  consider  these  in  detail  afterwards. 

(1)  Contract  or  Terminal  Cost  Accounts,  where  the  object  is  to  arrive 

at  the  cost  of  each  Contract  entered  into,  and  the  profit  or 
loss  thereon.  This  is  applicable  to  businesses  such  as  builders, 
contractors,  engineers,  &c. 

(2)  Output  or  Single  Cost  Accounts,  where  the  object  is  to  arrive 

at  the  cost  of  a  given  output,  and  where  there  is  a  natural  unit 
of  cost,  e.g.  a  ton  of  coal  raised  in  the  case  of  collieries,  or  a  barrel 
of  beer  brewed  in  the  case  of  breweries. 

(3)  Factory  Cost  Accounts.    These  may  be  of  three  kinds — (1)  Depart- 

mental Cost  Accounts,  where  the  factory  is  divided  into  various 
departments,  and  it  is  desired  to  find  the  oost  of  working  each 
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department ;  (2)  Multiple  Cost  Accounts,  where  the  object  is 
to  ascertain  the  cost  where  a  number  of  products  are  manu- 
factured, bearing  little  or  no  relation  to  one  another  ;  (3)  Process 
Cost  Accounts,  where  the  object  is  to  cost  each  stage  in  the 
manufacture  of  a  single  article. 

(4)   Working  Cost  Accounts,  relating  to  such  undertakings  as  railways, 
gas,  water,  electric  light,  &c. 


§  2.— Contract  Cost  Accounts. 

The  following  is  an  outline  of  a  system  of  Cost  Accounts  suitable 
for  the  business  of  a  builder  or  contractor.  There  will  be  a  Contract 
Ledger,  in  which  an  account  will  be  opened  for  each  Contract,  the  Con- 
tracts being  numbered  consecutively.  The  expenditure  to  be  debited 
will  be  in  respect  of  materials,  wages,  and  establishment  charges,  and 
columns  must  be  ruled  in  the  Contract  Ledger  for  each  class  of  expenditure. 
It  is  obvious  that  if  only  the  total  cost  of  the  materials  and  wages  spent 
can  be  obtained,  this  information  in  itself  will  not  be  of  sufficient  value, 
and  in  order  that  the  greatest  amount  of  benefit  can  be  derived  from 
the  Cost  Accounts,  it  is  necessary  that  the  materials  and  wages  columns 
should  be  sub-divided,  so  that  the  total  cost  of  each  class  of  material 
used  and  labour  employed  may  be  ascertained.  This  sub-division, 
however,  does  not  affect  the  general  principles  of  the  system,  and  the 
extent  to  which  it  is  adopted  will  depend  on  the  expense  that  the  owners 
of  the  business  are  prepared  to  incur  in  connection  with  it,  since  the 
more  detail  required  the  more  expensive  the  operation  of  the  system. 

The  expenditure  under  the  heads  of  materials  will  be  of  two  kinds : — 

(1)  Materials  purchased  specially  for  the  Contracts,  and  sent  direct 

thereto  ; 

(2)  Materials  purchased  for  store,  and  charged  out  to  the  Contracts 

as  and  when  requisitioned. 
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(a)   The  Purchase  Journal. 

There  are  various  methods  that  may  be  adopted  in  order  to  record 
the  purchases.  The  Purchase  Journal  may  be  ruled  with  quantity  and 
money  columns,  and  the  detail  of  the  invoices  entered  therein  ;  but  in 
a  business  of  any  size  this  is  found  too  laborious,  and  the  slip  system 
is  resorted  to,  i,e.  the  invoices  themselves  are  the  basis  from  which  the 
analysis  is  made.  In  any  event  the  Purchase  Journal  will  be  ruled  with 
two  columns  headed  "  Materials  for  Contracts  "  and  "  Materials  for 
Store  "  respectively.  The  invoices  will  be  entered  up,  and  the  proper 
amounts  extended  into  their  respective  columns,  the  detail  being  posted 
to  the  credit  of  the  creditor,  and  the  totals  being  posted  monthly  to  the 
debit  of  the  Materials  for  Contracts  Account  and  Materials  for  Store 
Account  respectively. 

The  following  is  a  convenient  ruling  of  a  Purchase  Journal  in  cases 
where  it  is  desired  to  record  therein  the  whole  of  the  detail. 
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(b)   Materials  for  Contracts. 

The  Materials  for  Contracts  column  of  the  Purchase  Day  Book 
will  be  analysed  each  month,  both  in  respect  of  the  particular  contract 
for  which  the  materials  are  purchased,  and  the  different  classes  of  materiak 
for  which  columns  are  provided  in  the  Contract  Ledger.  The  details 
of  this  analysis  will  be  posted  to  the  debit  of  the  respective  Contract 
Accounts  in  the  Contract  Ledger. 
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(c)  Materials  for  Store. 

If  it  is  desired  to  record  the  Store  transactions  in  detail,  it  will  be 
necessary  to  have  a  Store  Ledger  ruled  with  quantity  and  money  columns, 
in  which  an  account  will  be  opened  for  each  particular  class  of  material. 
The  advantage  of  this  is  considerable,  inasmuch  as  it  enables  the  stores 
on  hand  at  the  end  of  each  period  to  be  agreed  with  the  balance  of  each 
Store  Account.  If  there  are  any  considerable  differences  these  should 
be  traced.  There  vnll  always  be  a  certain  amount  of  difference  arising 
o\\dng  to  breakage  in  bulk,  shrinkage  in  weight  and  so  forth,  which  will 
require  adjustment. 

The  amount  of  detail  involved  in  keeping  the  Store  Ledger  in  this 
manner  is,  however,  very  considerable,  and  consequently  the  system 
is  not  always  adopted.  In  such  an  event  it  will  be  sufficient  if  accounts 
are  opened  in  the  Store  Ledger  equivalent  to  the  headings  of  the  sub- 
division of  the  Materials  column  in  the  Contract  Ledger. 

In  either  event  as  regards  the  Purchase  Day  Book  the  procedure 
wdll  be  the  same. 

The  Materials  for  Store  column  will  be  analysed  monthly,  and  debited 
in  detail  to  the  respective  Store  Accounts. 

Materials  issued  from  Store  will  only  be  sent  out  on  the  authority 
of  a  requisition  note  containing  particulars  of  materials  required,  the 
number  of  the  Contract  to  which  they  are  to  be  charged,  and  the  signature 
of  the  responsible  official.  These  requisition  notes  will  be  sent  up  to  the 
costing  department,  and  the  materials  priced  out  at  cost,  and  charged 
up  to  the  Contracts  through  the  Stores  Issued  Analysis  book.  The 
monthly  totals  of  this  Stores  Analysis  book  will  be  debited,  as  regards 
materials  sent  to  each  Contract,  to  the  Contract  Account  in  question, 
and  credited,  as  regards  the  Stores  issued,  to  the  respective  Stores  Accounts 
involved. 

(d)   Materials  returned  from  Contracts. 

A  record  will  have  to  be  kept  of  all  materials  returned  from  Contracts, 
and  distinction  made  between  those  returned  direct  to  Creditors  and 
those  returned  to  Store.      The  method  of  recording  these  returns  will 
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be  worked  on  the  same  principles  as  previously  described,  the  Contract 
Accounts  being  credited,  and  the  Creditors'  Accounts  or  respective  Store 
Accounts,  as  the  case  may  be,  debited. 

(e)  Plant  used  on  Contracts. 

A  separate  column  should  be  provided  in  the  Contract  Ledger  for 
Plant,  and  each  Contract  Account  should  be  debited  with  the  Plant, 
Loose  Tools,  &c.,  required.  In  the  event  of  this  Plant  being  speciaUy 
erected,  the  cost  of  such  erection  should  also  be  debited.  At  the  con- 
clusion of  the  Contract  the  Plant  may  be  either  sold  or  returned  into 
Store.  In  the  event  of  sale,  the  sale  price  will  be  credited  to  the  Contract, 
and  in  the  event  of  the  Plant  being  returned  into  Store  it  should  be 
returned  at  a  proper  valuation,  so  that  the  depreciation  arising  may 
fall  upon  the  Contract  in  question. 

A  Plant  Register  should  be  kept,  from  which  the  details  representing 
the  balance  on  Plant  Account  in  the  Store  Ledger  can  be  ascertained. 
It  can  then  be  seen  if  the  balance  on  the  account  represents  a  fair 
valuation  of  Plant  not  out  on  Contracts. 

(f)  Carriage  of  Materials. 

Where  large  sums  are  paid  for  Carriage  of  Materials,  a  special  column 
should  be  provided  in  the  Contract  Ledger  for  this  item,  and  all  Carriage 
that  can  be  properly  charged  up  to  the  Contract  should  be  debited 
thereto. 

(g)  Wages. 

The  Wages  column  in  the  Contract  Ledger  may  be  sub-divided 
as  required  to  record  the  most  important  classes  of  labour.  In  many 
cases  it  may  be  possible  for  separate  wages  sheets  to  be  prepared  each 
week  in  respect  of  each  Contract,  and  where  this  can  be  done  a  consider- 
able amount  of  analysis  will  be  saved.  In  other  cases,  however,  this  will 
not  be  found  practicable,  and  the  whole  of  the  wages  must  therefore 
be  analysed  by  means  of  a  Wages  Analysis  Book.  In  this  way  the  amount 
of  wages  chargeable  to  each  Contract  can  be  ascertained  and  charged 
up  thereto. 
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There  will  always  be  a  certain  number  of  men  employed  whose 
wages  cannot  be  charged  to  any  particular  Contract.  These  items  will 
rank  as  Establishment  Charges,  to  be  dealt  with  as  hereafter  described. 
The  total  of  the  Wages  Anah^sis  Book  each  week  should  agree  precisely 
with  the  amount  of  wages  paid. 

(h)    Establishment  Charges. 

The  problem  as  to  the  best  method  of  dealing  with  indirect  ex- 
penditure in  connection  with  Cost  Accounts — generally  known  as  On 
Cost — is  one  which  has  received  much  attention,  and  various  solutions 
have  been  put  forward.  It  is  apparent  that,  in  calculating  the  profit  to 
be  derived  from  a  Contract,  allowance  must  be  made  for  all  indirect 
expenditure.  Such  expenditure  may  be  divided  into  two  classes — Works 
Expenses  and  Administration  Expenses. 

(1)  Works  Expenses  would  include  such  items  as  the  following  : — 

Wages  that  cannot  be  accurately  charged  up  to  any  particular 
Contract,  such  as  wages  of  the  general  foremen,  yard  wages, 
storekeeper's  wages,  &c. 

Repairs  to  buildings,  plant  and  machinery  at  Works. 

Fuel  and  light,  water,  &c. 

Rent,  rates  and  taxes  of  Works. 

Carriage  not  chargeable  to  any  particular  Contracts. 

Depreciation. 

(2)  Administration  Expenses  would  include  such  items  as  :— - 

Salaries  of  clerks. 
Office  expenses. 
Office  rent,  rates  and  taxes. 

Travelling  expenses,  and  all  other  expenses  necessary  for  carrying 
on  the  business. 

The  two  principal  methods  by  which  these  charges  may  be  allocated 
over  the  various  Contracts  are  : — 

(1)  By  ascertaining  the  amouut  to  be  charged  to  each  Contract 
in  the  ratio  that  the  expenditm-e  made  on  each  Contract  during 
the  period  bears  to  the  total  expenditure  on  the  Contracts 
during  the  period. 
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(2)  By  calculating  the  proportion,  not  on  the  total  expenditiu-e  on 
Contracts,  but  on  the  total  cost  of  labour  incurred  bv  each 
Contract  during  the  period  under  review. 

It  is  not  proposed  here  to  discuss  the  relative  advantages  of  either 
system,  or  to  refer  to  the  other  methods  of  apportionment  that  there 
are  in  use,  as  the  matter  is  not  of  cardinal  importance,  and  should  be 
decided  in  practice  purely  on  the  merits  of  each  particular  case.  It 
may  be  said,  however,  that  a  combination  of  the  two  principles  above 
described  would  seem  to  meet  the  case  best  from  a  general  point  of  view, 
i.e.  dividing  the  Works  Expenses  in  relation  to  the  wages  spent  on  each 
Contract  during  the  period,  and  the  Administration  Expenses  in  relation 
to  the  total  expenditure  made  on  each  Contract. 

In  many  cases,  particularly  in  respect  of  jobbing  works,  it  is  customary 
to  charge  an  estimated  percentage  in  respect  of  Establishment  Charges, 
and  this  percentage  is  frequently  based  upon  the  figures  of  the  previous 
period.  It  is  clear  that  difficulties  will  arise  in  this  connection  owing 
to  the  fact  that  the  Contracts  are  completed  at  irregular  intervals.  This, 
however,  is  a  matter  of  detail,  the  treatment  of  which  will  depend  on  the 
precise  circumstances  of  the  business  concerned. 

Where  it  is  not  desired  to  divide  the  Establishment  Charges  into 
two  sections  in  the  manner  above  described,  it  is  usual  to  adopt  the 
principle  of  dividing  the  whole  amount  thereof  in  proportion  to  the 
wages  paid. 

Sometimes  the  Establishment  Charges  are  not  divided  over  the 
Contracts  at  all,  and  in  these  cases  the  Cost  Accounts  will  only  sliow 
the  gross  profit  on  each  Contract. 

(I)   The  Contract  Ledger. 

In  the  course  of  the  above  remarks  the  various  items  that  go  to  the 
debit  of  the  Contract  Ledger  have  been  dealt  with,  and  the  manner  in 
which  they  are  ascertained.  The  question  of  the  Materials  and  Plant 
returned  from  Contracts  has  also  been  touched  upon.  In  order  to  avoid 
having  a  large  number  of  credit  columns  in  the  Contract  Ledger,  it  is 
frequently  arranged  for  these  returns  to  be  entered  on  the  debit  side 
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in  red  ink,  and  deducted  in  casting.  The  total  of  each  column  will  then 
give  the  net  figure  of  expenditure  under  its  particular  heading.  Another 
method  is  to  make  these  deductions  in  the  Stores  Issued  Analysis  Book 
before  the  debits  are  posted. 

It  is  often  undesirable  that  the  profit  or  loss  realised  on  Contracts 
should  be  known  to  the  clerks  generally,  and  consequently  it  may  be 
convenient  to  utilise  a  Contract  Summary  Ledger  into  which  the  totals 
in  respect  of  each  Contract  will  be  taken  at  regular  periods.  These 
totals  will  only  represent  the  expenditure  on  the  Contract,  the  ordinary 
Contract  Ledger  not  containing  credit  items.  The  amounts  to  be  placed 
to  the  credit  of  each  Contract  in  the  Contract  Summary  Ledger  will 
ultimately  be  equivalent  to  the  Contract  price,  together  with  any  extras 
chargeable.  It  is  inadvisable  to  credit  the  total  Contract  price  in  the 
first  instance,  as  this  will  involve  a  corresponding  debit  to  the  Contractee's 
Personal  Account,  and  will  not  correctly  represent  the  position  of  affairs, 
as  the  Contractee  is  not  a  debtor  for  the  full  amount  of  the  Contract 
until  completion. 

The  usual  custom  in  Contracts  of  any  size  is  for  the  Contractee's 
Surveyor  or  Architect  to  examine  the  work  done  from  time  to  time,  and 
issue  his  certificate  as  to  the  value  thereof,  the  Contractee  being  then 
liable  to  pay  an  instalment  of  the  Contract  price  equal  to  the  amount 
certified,  or  less  a  reduction  of,  say,  10  per  cent,  or  20  per  cent,  retained 
pending  the  completion  of  the  Contract.  Where  this  principle  is  adopted, 
it  may  be  convenient  to  credit  the  Contract  Account  with  the  amount 
certified  for,  and  debit  the  Contractee's  Personal  Account,  the  latter 
being  credited  .with  the  cash  paid,  whether  this  be  the  full  amount  or 
less  the  deduction  above-mentioned.  In  the  same  way  the  extras  will 
be  credited  to  the  Contract  Account,  and  debited  to  the  Contractee  when 
the  invoice  in  respect  thereof  is  sent  out. 

If  this  method  is  not  adopted  no  credit  should  be  passed  to  the 
Contract  Account  until  the  completion  of  the  Contract,  any  sums  received 
on  account  from  the  Contractee  being  in  the  meantime  credited  to  his 
Personal  Account. 
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On  the  preparation  of  a  Balance  Sheet  the  expenditure  on  all  Con- 
tracts not  yet  completed  will  be  brought  in  as  an  asset  under  the  heading 
"  Work  in  Progress,"  and  all  sums  received  in  respect  of  such  Contracts 
from  the  Contractees  will  be  deducted  from  the  asset  figure  and  the  net 
amount  extended.  If  the  Contract  Accounts  have  been  credited  with 
the  work  certified  for,  and  the  Contractee's  Accounts  debited,  these  items 
should  be  eliminated  from  the  Balance  Sheet.  In  no  case  should  the 
amounts  received  from  the  Contractees  show  as  a  liability  in  the  Balance 
Sheet,  neither  should  the  Contractees  show  as  debtors  for  the  total 
Contract  price  less  what  they  may  have  paid  on  account. 

The  following  is  a  convenient  form  of  Contract  ledger  which  can 
be  modified  as  required  : — 
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"Note  to  ItUutraUon. 

The  Materials  and  Wages  Columns  will  be  sub-divided  as  requiretl.  If  the  Materials 
and  Plant  returned  are  not  dealt  with  by  way  of  deduction  as  previously  described,  additional 
columns  must  be  provided  on  the  credit  side  therefor. 


(J)   Taking  Profit  on  Uncompleted  Contracts, 

The  question  as  to  whether  or  not  profit  should  be  taken  in  respect 
of  Contracts  uncompleted  at  the  date  of  the  Balance  Sheet  is  an  important 
one.  There  can  be  no  doubt  that  theoretically  it  is  preferable  not  to 
take  any  profit  until  the  whole  Contract  is  compleUxl,  as  in  many  eases, 
although  the  Contract  may  be  near  completion,  some  contingency  might 
arise  which  would  destroy  the  whole  profit  that  was  anticipated.  In 
consequence  of  this  possibility  it  is  the  practice  of  some  businesses  not 
to  take  any  profit  on  Contracts  until  completion. 


278  BOOK-KEEPING    AND    ACCOUNTS.  [Chap.  XI. 

This  practice,  however,  suffers  from  a  serious  disadvantage.  It 
will  frequently  be  found  that  large  sums  of  cash  are  in  hand  representing 
realised  profits  to  date  on  Contracts  in  course  of  completion,  and  yet 
owing  to  the  fact  that  comparatively  few  Contracts  have  been  completed 
within  the  financial  j^ear,  the  balance  to  the  credit  of  the  Profit  and 
Loss  Account  is  either  very  small  or  there  may  be  even  a  debit  balance. 
In  such  a  case,  in  the  event  of  the  business  being  owned  by  a  Limited 
Company,  the  question  of  dividends  at  once  arises,  and  while  it  might 
not  be  possible  to  declare  a  dividend  without  taking  profit  on  uncompleted 
Contracts,  there  might  nevertheless  be  large  sums  of  money  in  hand 
wliich  could  not  be  utilised  in  the  business.  This  difficulty,  however, 
can  be  overcome  by  the  creation  of  an  Equalisation  of  Dividends  Reserve 
Account,  which  can  be  drawn  upon  to  maintain  the  dividends  in  years 
when  few  Contracts  fall  in  for  completion,  and  can  be  built  up  corre- 
spondingly in  other  years  when  a  large  number  of  Contracts  happen  to 
fall  in. 

In  whatever  way  this  difficulty  may  be  overcome,  the  fact  remains 
that  in  order  to  work  on  the  system  of  not  taking  profit  until  completion 
of  the  Contract,  it  will  be  necessary  to  maintain  a  larger  working  capital 
in  the  business  than  would  otherwise  be  the  case.  In  many  instances, 
particularly  in  the  case  of  private  firms,  the  completion  of  the  Contract 
is  not  awaited  before  profit  is  taken,  and  the  question  then  arises — What 
is  the  best  method  of  determining  profit  on  uncompleted  Contracts, 
and  how  much  of  such  profits  may  properly  be  taken  to  the  credit  of 
profit  and  Loss  Account  ? 

In  considering  the  question  as  to  whether  profit  can  be  taken,  no 
hard-and-fast  rule  can  be  laid  down  as  applicable  to  each  and  every 
Contract.  Each  Contract  must  be  considered  on  its  own  merits,  and 
all  the  circumstances  surrounding  it  which  might  tend  to  influence  the 
final  result  must  be  carefully  considered  ;  for  instance,  the  possibility 
of  a  rise  in  raw  material  before  the  completion  of  the  Contract,  which 
is  not  covered  by  a  protecting  clause  in  the  Contract  itself.  Assuming, 
however,  that  there  is  every  reasonable  ground  to  presume  that  things 
will  take  their  normal  course,  there  are  two  methods  by  means  of  which 
the  estimated  proportion  of  profit  can  be  arrived  at. 
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(1)  Where  the  Contract  is  nearly  completed,  an  estimate  should 

be  made  of  the  further  expenditure  which  it  \\all  be  necessary 
to  incur,  allowing  in  such  estimate  a  reasonable  proportion  of 
profit.  If  this  estimate  be  added  to  the  total  expenditure  already 
inciured,  the  difference  between  the  figure  so  arrived  at  and  the 
amount  that  will  be  credited  to  the  Contract  on  completion 
will  represent  profit  to  date. 

(2)  Where  the  Contract  is  not  sufficiently  advanced  to  adopt  the 

above  method,  it  will  be  necessary  to  prepare  a  memorandum 
Profit  and  Loss  Account  of  the  Contract  in  the  following 
manner : — On  the  debit  side  will  be  placed  the  total  expenditure 
to  date  in  respect  of  materials,  wages  and  proportion  of  establish- 
ment charges,  together  with  the  value  of  any  plant,  &c.,  charged 
out  to  the  Contract.  On  the  credit  side  should  be  placed  the 
total  amount  *  of  the  work  certified  for,  the  amount  of  work 
done  but  not  yet  certified  for  at  cost,  the  value  of  stores  and 
materials  on  hand  at  cost,  and  the  present  value  of  the  plant 
employed  on  the  Contract.  The  difference  between  the  two 
sides  will  then  represent,  if  a  credit,  the  profit  to  date  on  the 
Contract. 

No  profit  should  be  taken  on  any  Contract  which  is  not  in  a  reasonable 
stage  of  advancement,  and,  as  a  general  rule,  it  may  be  said  that  if  the 
expenditure  to  date  has  not  amounted  to  one-third  of  the  total  estimated 
expenditure,  no  profit  should  be  taken.  As  regards  the  remaining  Con- 
tracts, where  the  profit  to  date  has  been  arrived  at  by  one  of  the  above 
methods,  it  is  highly  undesirable  that  the  whole  of  such  profit  should  be 
taken  to  the  credit  of  the  current  Profit  and  Loss  Account,  since  not- 
withstanding it  may  have  been  very  clearly  earned,  at  the  same  time 
contingencies  may  subsequently  arise  which  may  destroy  the  whole 
or  a  portion  thereof.  It  is  therefore  advisable  that  only  a  proportion 
of  such  profit,  say  two-thirds,  should  be  taken  to  the  credit  of  Profit 
and  Loss  Account,  the  remaining  one-third  being  available  against 
contingencies. 

A  fact  which  has  to  be  taken  into  account  in  dealing  with  this 
question  of  profit  is  the  proportion  of  cash  received  from  the  Contractee 
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in  relation  to  the  work  performed.  Where  no  cash  has  been  received, 
it  is  better  that  no  profit  should  be  taken,  and  where  the  cash  received 
is  out  of  proportion  to  the  amount  of  work  done,  it  may  be  advisable 
to  take  only  profit  in  relation  to  the  cash  received  rather  than  to  the 
amount  of  work  completed. 

In  the  event  of  profit  being  taken,  the  amount  thereof  relative  to 
each  Contract  will  be  debited  to  the  Contract  Account,  and  credited 
to  Profit  and  Loss,  and  as  a  result,  the  amount  standing  in  the  Balance 
Sheet  under  the  heading  "  Work  in  Progress  "  will  include  such  profit 
so  taken,  and  the  wording  of  the  Balance  Sheet  should  disclose  this  fact. 
The  amount  credited  to  the  Profit  and  Loss  Account  in  respect  of 
profit  on  Contracts  uncompleted  should  be  clearly  shown  as  such. 

ILLUSTRATION— 

The  Contract  Ledger  of  a  Company  showed  the  following  expenditure  on  account  of 
Contract  No.  1  at  3l8t  December,  1919: — 

Materials    . . 

Plant  ..  .:  ..  .. 

Wages 

Establishment  Charges   . . 


The  Contract  was  commenced  in  January,  1919,  and  the  Contract  price  was  £300,000. 
Cash  received  on  account  to  date  was  £120,000,  representing  80  per  cent,  of  the  work  certified 
for,  the  remaining  20  per  cent,  being  retained  until  completion.  The  value  of  materials  on 
hand  and  work  finished  but  not  certified  for  was  £5,000. 

Prepare  an  account  in  respect  of  the  Contract,  showing  the  profit  to  date,  assuming 
Depreciation  on  Plant  at  10  per  cent,  per  annum,  and  state  the  proportion  of  profit  the  Company 
would  be  justified  in  taking  to  the  credit  of  Profit  and  Loss  Account. 


£ 

s. 

d. 

60,000 

0 

0 

10,000 

0 

0 

82,200 

0 

0 

4,300 

0 

0 

£156,500 

0 

0 

Dr.                    CONTRACT    No.    1,   PROFIT    AND    LOSS    ACCOUNT. 

Cr. 

To  Materials 

„   Plant 

„   Wages ; 

„   Establishment  Charges 

:,  Balance,  being  Profit  ..         ..         ,'. 

£       s.  d. 

60,000     0     0 

10,000     0     0     1 

82,:i00     0     0     1 

4,300     0     0 

7,500     0     0 

By  Work  certified  for 

„   Material  on  hand  and  work  finished 
but  not  certified  for,  at  cost     . . 
„   Plant,  less  Depreciation 

By  Balance          

By  Balance          

£         s.   d. 
150,000     0     0 

5,000     0     0 
9,000     0     0 

£164,000     0     0     I 

£164,000     0     0 

To  Profit  and  Loss  Account 
..    Uulanca  forward           . .         . .         \, 

1 

£      s.  d.     i 
4,000     0     0     i 
3,500     0     0     : 

£       s.    d. 
7,500     0     0 

£7,500     0     0 

£7,500     0     0 

' 

£3,500     0     0 
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Note  to  Illustration, 

It  is  not  advisable  to  take  more  than  two -thirds  of  the  profit  shown  in  relation  to  the 
work  certified  for,  leaving  the  balance  to  be  carried  forward  against  contingencies.  The  pro- 
portion in  this  case  would  amount  to  £5,000,  but  as  only  80  per  cent,  of  the  work  certified  for 
has  been  received  in  cash,  it  is  preferable  to  make  the  calculation  on  the  basis  of  the  cash 
received  ;  consequently,  20  per  cent,  of  the  £5,000  will  be  further  reserved,  leaving  £4,000 
to  be  taken  to  the  credit  of  Profit  and  Loss. 

In  the  Balance  Sheet  the  item  will  then  show  as  follows  : — 

£        s.    d.  £        8.   d. 

Work  in  Progress,  including  proportion  of  estimated 

profit  160,500     0     0 

Less  Cash  received  on  account       . .  . .  . .     120,000     0     0 

40,500     0     0 


(k)   The  Reconciliation  of  the  Cost  Accounts  with  the  Financial  Books. 

In  the  course  of  the  above  remarks  it  has  been  assumed  that  the 
Cost  Accounts  have  been  kept  throughout  on  double  entry  lines.  It 
is  highly  desirable  that  this  should  be  the  case,  as  a  memorandum  system 
is  not  susceptible  to  proof,  and  leads  to  laxity  and  carelessness  on  the 
part  of  the  clerks  in  charge  of  it.  As,  however,  the  Cost  Accoimts  are 
usually  worked  by  a  separate  department,  it  is  not  convenient  for  them 
to  form  part  of  the  general  double  entry  of  the  financial  books  as  far 
as  the  detail  is  concerned,  and  consequently  there  should  be  an  Adjustment 
Account  between  the  cost  books  and  the  financial  books.  This  vnW 
enable  each  set  of  books  to  act  independently  as  a  check  upon  the  other. 

In  the  financial  books  an  Adjustment  Account  should  be  opened, 
through  which  will  be  passed  in  total  all  the  transactions  which  are 
debited  or  credited  in  detail  in  the  Stores  Ledger  or  the  Contract  Ledger, 
transfers  being  made  from  the  various  nominal  accounts  concerned. 

On  the  debit  side  of  this  account  will  be  found  the  following : — 

(1)  The  total  of  the  purchases,  both  those  for  Store  and  those 

delivered  direct  to  Contracts. 

(2)  The  total  of  the  wages  debited  to  the  Contracts. 

(3)  The  total  of  the  Establishment  Charges  debited  to  Contracts. 

(4)  Profit  taken  debited  to  Contracts. 

While  on  the  credit  side  will  be  found  in  total  all  items  credited  to  the 
Contract  Ledger  and  Stores  Ledger. 
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The  debit  and  credit  entries  as  between  the  Stores  Ledger  and  the 
Contract  Ijcdger  for  materials  used  will  not  need  to  be  recorded  in  this 
Adjustment  Account.  The  debit  balance  on  the  Adjustment  Account 
will  then  represent  the  net  total  of  the  balances  on  the  Stores  Ledger 
and  the  Contract  Ledger  taken  together. 

If  it  is  desired  to  keep  separate  Adjustment  Accounts  for  the  Stores 
Ledger  and  tlie  Contract  Ledger,  this  of  course  can  be  easily  arranged. 

ILLUSTRATION- 

John  Boles  aud  William  Briggs,  trading  as  Boles  &  Co.,  are  Contractors.  They  have 
a  Contract  Ledger  in  which  separate  accounts  are  kept  for  each  contract  or  piece  of  work,  and 
these  accounts  are  respectively  debited  with  the  cost  of  materials,  labour  and  expenses,  and 
credited,  when  the  work  is  completed,  with  the  proper  contract  price  or  charge,  which  is  also 
passed  through  the  Contracts  Day  Book  to  the  debit  of  the  customer.  A  Contract  Ledger 
Account  is  kept  in  the  Private  Ledger,  which  is  debited  with  the  total  amounts  of  materials 
and  other  items  charged  to  Contracts,  and  credited  with  the  total  charges  ;  thus  the  total 
balances  of  the  Contract  Ledger  should  agree  with  the  balance  of  this  Account.  A  Stores  Ledger 
Account  is  kept  on  similar  lines.     Profits  and  losses  are  shared  equally. 

From  the  following  Trial  Balance  on  30th  June,  1920,  write  up  Stores  Ledger  Account 
and  Contract  Ledger  Account,  and  prepare  Profit  and  Loss  Account  and  Balance  Sheet. 


TRIAL    BALANCE. 


stores  ia  liand  30tU  Juue,  1919 

Work  in  Progress  (balance  of  Cost  Accounts  as  per  Ck)ntract  Ledger  30th  June,  1919) 

Purchases  (taken  into  Store)  

Wages  (debited  to  Contract  Accounts) 

Purchases  (  „  „         )     . . 

Sundry  Payments  and  Expenses  (ditto) 

Contracts  and  charges  credited  to  Contract  Accounts 

Sales  from  Store        

Salaries  and  Wages  (not  charged  to  Contract  Accounts)  

Tlent,  Bates,  Light,  Water  and  Insurance  

Travelling,  Commission  and  Advertising 

Trade  and  Sundry  Expenses  

Discounts,  Allowances  and  Bad  Debts 

Sundry  Debtors         

Machinery,  Plant,  Tools  and  Fixtures 

Sundrj'  Creditors 

C.ish  in  hand  .  . 
„      at  Bankers 
Capital  :— 

John  Boles 

William  Briggs  


Materials  taken  from  Store  and  debited  to  Contract  Accounts  amounted  to  £6,000. 

stores  on  hand  30th  June,  1920,  £1,008. 

Work  in  Progress  as  per  Schedule  of  Contract  Accounts,  £4,960. 

Charge  10  per  cent,  depreciation  on  Machinery,  Plant,  Tools  and  Fixtures,  aud  provide 
£600  to  cover  Discounts  and  Bad  Debts. 


£ 

8.  d. 

£ 

8. 

d. 

800 

0  0 

3,500 

0  0 

6,282 

0  0 

5,820 

0  0 

6,778 

0  0 

130 

0  0 

25,250 

0 

0 

250 

0 

0 

621 

0  0 

980 

0  0 

2,100 

0  0 

506 

0  0 

330 

0  0 

12,063 

0  0 

6,450 

0  0 

a,090 

0 

0 

95 

0  0 

3,035 

0  0 

10,000 

0 

0 

8,000 

0 

0 

£49,490 

0  n 

£49,490 

0 

0 
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To  Work  in  Protp^aa  1st  July.  1910 

,.   Purchases  

.,  Materials  from  Store    . . 

..   Wages 

..  Payments  and  Expenses 
,.  Profit  on  Contracts 


£ 

».  d. 

3,500 

0  0 

6,778 

0  0 

6.000 

0  0 

5,820 

0  0 

130 

0  0 

7.982 

0  0 

£30,210 

0  0 

By  Contracts  and  Charges 
.,   Work  in  Progress.  30th  Jane,  1920 


Cr. 

c 

25,250 
4.960 

s.  d. 
0  0 

0  0 

£:K).210 

0  0 

Dr. 


STORES    LEDGER    ACCOUNT. 


Cr. 


To  Stock  Ist  July.  1919 
„   Purchases 
.,   Profit  on  Stores  suld 


8.  d. 


800     0    0 

6,282     0     0 

176     0     0 


£7,258     0     0 


By  Sales  of  Stores         

„   Materials     charged     to     Contract 

Accounts  . . 
„   Stock  30th  June,  1920 


£       s.  d. 

250     0    0 


6,000     0     0 
1,008     0     0 


£7.258     0     0 


Dr. 


PROFIT    AND    LOSS    ACCOUNT. 


Cr. 


To  Salaries  and  Wages 

„  Bent,  Bates,  Light,  Water  and 
Insurance 

„  Travelling,  Commission  and  Adver- 
tising  

„  Trade  and  Sundry  Expenses  . . 

„  Discounts,  Allowances  and  Bad  Debts 

M  Depreciation  of  Machinery,  Ac. 

,,   Net  Profit  carried  down 


To  Capital  Accounts  :— 
J.  Boles 
W.  Briggs     .. 


£  3.  d. 

621  0  0 

980  0  0 

2,100  0  0 

506  0  0 

930  0  0 

645  0  0 

2,376  0  0 


£8,158  0 

0 

£ 

1,188 
1,188 

3. 

0 
0 

d. 

0 
0 

£2.370 

0 

0 

By  Profit  on  Contracts,  as  per  Contract 

Ledger  Account 

„   Profit  on  Stores  sold 


By  Net  Profit 


d. 


7,982     0     0 
176     0     0 


£8,158 

0  0 

£ 
2.376 

s.  d. 
0  0 

£2.376 

0  0 

Dr. 


BALANCE    SHEET.   30th   June,    1920. 


Cr. 


t       •.  4. 

By  Machinery,      i'laiil,      l«>ol8 

and  Fixtures    . .         . . '   «,4ftO    0    0 
Lett  Depreciation  written 
otr  645     0    0 


I 
,,    Worlis  in  Progreu  . . 

..    Stock  

„   Sundry  Debtors  ..|12,0«S    0    0 

L«s«     B««0nre    for     Dls>  I 
connU  and  Bad  Debts. .       000    0    0 


Cash  In  Hand 
..     at  Bank 


95    0    0 
S,0M    0    0 


£        s.   d. 


ijM    0    0 

4.M0    0    0 
1,008     0     0 


11.463     0     0 

3.130     0     0 
£20.360    0     0 
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§3.— Output  Cost  Accounts. 

In  businesses  where  there  is  a  natural  and  uniform  unit  of  production, 
it  is  necessary  that  the  cost  per  unit  of  output  should  be  ascertained 
at  frequent  intervals.  In  many  cases  the  information  as  to  the  cost 
is  all  that  is  necessary,  and  it  is  not  essential  to  show  the  profit  on  the 
working,  since  this  can  be  readily  ascertained  by  a  comparison  between 
the  cost  per  unit  and  the  selling  price  per  unit. 

In  other  cases,  however,  it  is  convenient  to  show  not  only  the  cost 
but  also  the  profit.  Statements  are  usually  prepared  monthly,  and 
where  they  relate  only  to  the  cost  per  unit,  are  termed  Cost  Sheets. 
Where  the  statement  shows  both  cost  and  profit,  it  becomes  a  Production 
or  Output  Account,  and  is  equivalent  to  a  Trading  Account  for  the  month 
arranged  in  a  special  form. 

(a)  Cost  Sheets. 

A  Cost  Sheet  is  a  statement  showing  the  output  during  a  given 
period,  and  the  cost  of  the  same  divided  up  under  its  various  heads,  with 
a  particular  column  showing  the  percentage  of  each  item  of  cost  per  unit 
of  output.  It  may  be  convenient  also  to  show  the  quantity  of  raw 
materials  consumed,  and  the  percentage  of  raw  materials  consumed  per 
unit  of  output. 

The  advantages  derived  from  the  preparation  of  these  sheets  are 
considerable.  The  exact  cost  can  be  ascertained,  and  by  a  comparison 
of  the  percentage  column  with  that  of  the  previous  Cost  Sheets,  the  fall 
or  rise  in  cost  can  be  located,  and  the  reason  of  it  discovered.  If  it  is 
due  to  errors,  these  can  be  rectified ;  if  to  waste  or  mismanagement, 
proper  steps  can  be  taken  to  prevent  any  recurrence  of  the  same. 
Tenders  can  be  more  accurately  made,  and  the  selling  price  more  closely 
adjusted. 

The  Cost  Sheet  is  a  memorandum  statement,  and  has  no  direct  relation 
to  the  double  entry.  The  quantities  will  be  derived  from  the  various 
stock  books,  accurate  records  being  kept  of  the  quantities  of  materials 
consumed  each  month,  and  of  the  output.  The  money  values  Avill  be 
taken  from  the  financial  books. 
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As  regards  Establishment  Charges,  it  is  a  matter  of  opinion  whether 
these  should  be  included  or  not ;  if  included,  whether  they  should  be 
shown  in  detail  or  in  total.  It  is  clear  that  the  selling  and  distributing 
expenses  do  not  bear  any  direct  relation  to  the  output  of  a  given  period, 
while  at  the  same  time  these  expenses  must  be  borne  in  mind  in  fixing 
the  selling  price.  It  is  therefore  suggested  that  these  expenses  should 
be  provided  for  by  way  of  a  general  percentage,  the  rate  of  which  must  be 
carefully  adjusted  from  time  to  time,  in  accordance  with  the  actual  facts 
as  disclosed  by  the  accounts.  On  the  other  hand,  manufacturing  and 
works  expenses  bear  a  direct  relation  to  the  output  of  each  period,  and 
should  be  capable  of  precise  calculation. 

The  extent  to  which  detail  is  carried  in  subdividing  the  various 
items  of  cost,  particularly  in  connection  with  the  wages,  depends  entirely 
upon  the  nature  of  the  business,  and  the  amount  of  information  which 
it  is  desired  the  Cost  Sheet  shall  disclose. 

The  principle  involved  is  the  same  in  all  cases,  whether  there  be  a 
larger  or  smaller  number  of  items  concerned. 

The  follo^vdng  is  a  simple  form  of  Cost  Sheet  for  a  Colliery : — 


ILLUSTRATION- 


AuGU«T,  1920. 


COLLIERY  COST  SHEET. 
Month  ending  : — 


Ckwt  per  Toiu 


8ALKABLB  TONS  RAISED.  16,000  TONS. 


Waoks  :— 

Underground      .... 
.Surtact!    .. 

WORKUtO   KXPKX8ES  :— 

Htorai 

KeiNdn  and  lUneii'ttlM 

8t*ble  Kxpcnse* 

Timber 

KenU.  R*te«  and  T»xr* 
KojraltiM  Mid  WnylrAvoi 
Depredation 
ADXtirtflnuTtoir  BxnurnM:— 

AdmlnlsUmUon    KxpeoMt,    SeiUng. 
and  DisUibutJve  Charget 


^>£PT£1IBER,  192a 


■AmoanU 


OoitparToQ. 


>.  d 


d. 


&Mi  14 

0 

SO 

l-tt- 

2,354  12 

i 

s 

1«7 

102  10 

7 

SIS 

025  14 

o 

1001 

210  11 

3 

337 

.■!40     5 

0 

644 

'j<n    2 

4 

»-S5 

:.42  17 

4     1 

8*70 

27i  10 

0 

4*41 

TSO 

0    o 

I 

itVO 

»..!n.«:5I 

l«  10 

27 

:.  i».'i 

* 

"^ 

The  oolumn  provided  on  the  left  of  the  Coet  Sheet  it  in  order  that  the  figures  reepoctiug 
a  previous  month  may  bo  inserted  for  comparative  purposes. 
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The  following  is   a   simple  form   of   Cost   Sheet  in  respect   of   an 
Iron  Founder:  — 


ILLUSTRATION 

- 

IRON   FOUNDER. 

August,  1920. 

Cost  Sheet  for  the  Month  of 

September,  1920. 

Cost  per  Ton 

Amount. 

OUTPUT.  1,000  TONS. 

Cost  per  Ton 

Amount. 

of  Output. 

of  Output. 

£    s.  U. 

»; 

s.  .1. 

1 . — Materials  : — 

■^ 

s.      d. 

£       s.  d. 

Pig  Irou 

18     0 

6,900     0    0 

1 

Scrap  Iron             

17     0 

3,850     0    0 

Coal  and  Coke 

10     3 

1,512  10    0 

2— Working  Expenses:— 

Wages         

14     612 

1,725  10     0 

Stores         

3     4-70 

169  11     5 

Sand  and  Loam 

2  10-24 

142  13     4 

Repairs  and  Renewals 

8     8-79 

415  16     3 

Rents,  Rates  and  Taxes 

3     2-58 

160  15     3 

Gas  and  Water 

1     0-81 

53     7     2 

Depreciation          

2     8-57 

135  14     3 

3.— Administration  Expenses:— 

General  Administration 

7     615 

375  12     2 

£15 

8     9-96 

£15,441     9  10 

In  practice  it  would  be  advisable  to  set  out  in  a  column  provided,  to  the  left  of  the 
sheet  preferably,  the  figures  in  respect  of  the  previous  month  for  purposes  of  comparison. 


(b)  Production  Accounts. 

It  may  be  desirable  in  many  cases  to  prepare  accounts  monthly, 
or  at  other  intervals,  to  show  not  only  the  actual  cost  of  the  output  but 
the  profit  on  trading. 


ILLUSTRATION— 

The  following  are  the  balances  of  the  Impersonal  Ledger  of  a  Colliery,  relating  to  Revenue 
for  the  month  of  September,  1920  : — 


Wages  paid  for  Coal  Production 

£       s. 
17,478     7 

d. 

Timber  used 

340     5 

Q 

Ropes  and  Stores 

195  10 

7 

Royalties        " ... 

542  17 

4 

Rents,  Rates  and  Taxes— Coal  Production  Account 

203     2 

4 

CoIlier>   Administration  Charges 

750     0 

0 

Sales  of  Coal  including  Colliery  Consumption,  12,100  tons    . . 

24,200     0 

0 

Of  the  Stock  at  Ist  September,  6,900  tons  were  sold  to  Coke  Production  Departmen 
at  258.  per  Ton. 

Depreciation  Coal  Pro«luction  Account 

275  10 

0 

Stable  Expenses               ditto 

210  11 

•^ 

Repairs  and  Renewals    ditto 

625  1'3 

o 

(;okc  Production,  Wages 

1,400     0 
160     0 

0 

Coke  Production,  Stores  ccnsumtd 

0 

Coke  Production,  Salaries 

90     0 

0 

Sales  of  Coke,  4,800  tons 



12,000     0 

0 

stock  of  Coal  at  Ist  September  was  7,000   tons,  valued  at    25s.  per  ton,  and  at   the 
30th  September,  3,000  tons,  valued  at  278.  6d.  per  ton. 
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The  Stock  of  Coke  at  Ist  September  wa«  2,000  tone,  valued  at  368.  per  ton,  and  at  tho 
30th  September,  1,900  tons,  valued  at  438.  6d.  per  ton. 

The  total  production  at  the  Colliery  was  16,000  tons  of  Coal,  and  4,700  tons  of  Coke. 

Prepare  separate  Production  Accounts  for  the  Coal  and  Coke,  showing  the  cost  of  each 
item  of  expense  per  ton  of  Coal  and  Coke  respectively,  working  to  two  places  of  decimals  only. 


Dr. 


COAL  PRODUCTION  ACCOUNT. 


Ct. 


Cost 
per  Ton 

Pro- 
duced. 

Details. 

Amount. 

Details. 

Amount. 

To  Stock,  7.000  tous  @  25s. 

..   Wages 

„  Stores 

.,  Repairs  and  Renewals  . . 
„  Stable  Expenses 

.,  Timber 

„   Rents,  Rates  and  Taxes 

;;  Royidties 

„  Depredation 

..  Administration  Charges 

3.      d. 

23   304 
313 
1001 
3-37 
5-44 
3-25 
8-70 
4-41 
1    000 

£         8.    d. 

17,478    7    2 
195  10     7 
025  13     2 
210  11     3 
340     5     0 
203     2     4 
542  17     4 
275  10     0 
750    0     0 

£      8.  d. 
8,750    0    0 

1 
20,021   16  10 

By  Sales  to  Coke  ProductloP 

0,900  tons  @  ^5s. 
„   Sales.  12.100 tons®  40^. 

.,   Stock,  3,000  tons  @ 

27s.  Od 

£      s.  d. 

8.025    «•    0 
24,200    0    0 

.    .... 

32,825     0    0 
4.125     0    0 

Production,  15.000  tons  @ 

27   6-96 

To  Profit  ' 

29,371  10  10 
7,578     3     2 

£30.950    0    0 

£86,950    0     0 

Dr 


COKE   PRODUCTION  ACCOUNT. 


Or. 


Cost 

per  Ton 

Produced. 

DetaUs. 

Amount. 

AmottBt. 

To  Stock,  2.000  tons  @  is.'is.   . . 
„  Coal,  6,900  tons 

..   Wages           

„  Storea           

H  Salaries         

£    s.      d. 

1    10     8-42 

5  11-49 

817 

400 

£       K   d. 

8,025     0     0 

1,400     0     0 

100     0     0 

90    0    0 

£      s.  d. 

3.500    0    0 

10,275    0    0 

By  Sales,  4,800  tons  @  508.     . . 
„   Stock,  1,900  tons  ®  4Ss.  Od. 

£        8,   d. 

12,000    0    0 

4,182  10^  0 

4  T<Mi  f/.ni)  @ 

£2     3     808 

„   Profit 

13,775    0    0 
2,857  10    0 

£10.182  10    01 

£10.132  10    0 

Sometimes  it  is  found  useful  to  combine  a  Cost  Sheet  and  Production 
Account  into  one  statement,  so  varied  that  the  most  useful  information 
may  be  easily  obtained.  Where  several  products  are  produced,  it  may 
be  desirable  to  ascertain,  for  instance,  the  quantity  percentages  which 
the  same  bear  to  the  principal  raw  material  used  in  the  manufacture. 
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ILLUSTRATION- 

From  the  following  particulars  make  out  a  monthly  Cost  Sheet  of  the  Coke  and  Bye- 
Product  Company: — 


Coal  used  6,900  tons 

Coke  made  4,700  tons 

Tar  made  325  tons . . 

Sulphate  of  Ammonia  made  90  tons 

Sulphuric  Acid  used  75  tons 

Benzole  made  12,300  gallons 

Creosote  Oil  used  7  tons    . . 

(1  ton  =  220  gallons.) 
^^'ages 
Stores,  &:c.     . . 


Sei 

)tem 

bcr, 

1020. 

@ 

258. 

per 

ton. 

@ 

35s. 

» 

@ 

90s. 

, 

@ 

£40 

» 

@ 

£9 

> 

@ 

Is. 

10|d. 

per 

gallon 

@ 

Is. 

4id. 

>> 

£1,400 

£160 

Show  the  percentage  (to  two  places  of  decimals)  of  Coke  made,  of  Tar  made,  and  ot 
Sulphate  of  Ammonia  made,  to  the  weight  of  Coal  used. 


Dr. 


COKE   AND   BYE-PRODUCT   COMPANY. 
Cost  Sheet,  September,  1920. 


Cr. 


Materials,  &c. 

Products. 

Particulars.           Price. 

Quantity. 

Amount. 

! 

Particulars. 

Price. 

Quantity. 

Percentage 
to  weight  of 
Coal  used. 

Amount . 

Per  Ton. 

i    £    8.  d. 
Coal      ..         ...    1    5    0 
Sulphuric  Acid       9    0    0 

1    P.!rGal. 
Creosote  Oil    ..|          1    4J 
Wages.. 
Stores  .. 

Tons. 

6,900 
75 

7 

£       s.  d. 

8,625     0     0 
675     0    0 

104     5     5 

1,400     0     0 

160     0     0 

1 

j  Coke    .. 
Tar 

Sulpliate  of 
Ammonia.. 

Benzole 

1 

Per  Ton. 
£    s.  d. 
1  15    0 
4  10    0 

40     0     0 

1  lOJ 

Tons. 

4,700 
325 

90 

Gallons. 

12,800 

6812 
4-71 

1  SO 

£      ?.  d. 

8,225     0     0 
1,462  10     0 

3,600     0     0 

1,153     2     6 

Total  Cost       ..| 
Profit     . . 

10,964     5     5 
3,476     7     1 

£14,440  12    6 

£14,440  12     6 

' 

(c)  Working  Accounts. 

Where  complete  Cost  Accounts  are  not  kept,  or  where  only  Cost 
Sheets  are  prepared,  it  is  desirable  to  extend  the  division  of  the  Profit 
and  Loss  Account  by  the  Compilation  of  a  Working  Account  or 
Manufacturing  Account. 
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The  Working  Account  is  the  first  part  of  the  Profit  and  Loss  Account. 
It  will  be  charged  with  all  raw  materials  and  partly  manufactured  stocks 
in  hand  at  the  commencement  of  the  period,  purchases  of  Raw  Materials, 
Wages,  and  other  items  of  prime  cost;  and  will  be  credited  with  the 
Raw  Materials  and  partly  manufactured  Stocks  in  hand  at  the  end  of 
the  period.  The  difference  between  the  two  sides  will  then  represent  the 
net  cost  of  the  output  for  the  period,  and  will  be  credited  to  the  Working 
Account  thus  closing  it  off,  and  debited  to  the  Trading  Account. 

The  Trading  Account  will  be  debited  with  the  opening  stock  of  the 
manufactured  Article,  and  with  the  cost  of  production  of  Stock 
manufactured  during  the  period  as  shown  by  the  Working  Account; 
and  will  be  credited  with  Sales,  and  with  the  manufactured  Stock  on 
hand  at  the  date  of  the  Account.  The  difference  on  the  Trading  Account 
will  then  show  the  Gross  Profit,  and  the  remaining  portions  of  the 
Profit  and  Loss  Account  will  be  compiled  in  the  usual  manner. 

Where  the  product  manufactured  is  capable  of  reduction  to  a 
definite  unit,  e.g,,  per  ton  of  iron  made,  the  cost  per  ton  over  the  period 
can  be  exactly  calculated  by  dividing  the  known  output  into  the  cost 
shown  by  the  Working  Account. 

ILLUSTRATION- 
NORTHERN  IRON  COMPANY,  LIMITED. 

The  following  are  the  balaDces  on  the  books  of  the  Northern  Iron  Company,  Limited,  after 
all  depreciations  have  been  adjusted.  The  authorised  Capital  of  the  Company  is  £175,000,  in 
£10  Ordinary  Shares. 

TRIAL  BALANCE,   3l8T  December.   1919. 


£         s.  d. 

£ 

s. 

d. 

Freehold  Land  and  Buildings 

30,000    0    0 

Fumaoei       

... 

.       30,000    0    0 

Plant  and  Machinery 

... 

16,000    0    0 

Share  Capital  issued  and 

fully  paid 

100,000 

0 

0 

ReMnre         

5,000 

0 

0 

Reserve  for  Bad  Debts 

400 

0 

0 

Sales              

87,000 

0 

0 

Wages  (Furnaces) 

10,000    0    0 

Wages  (General) 

1,000    0    0 

Salaries 

650    0    0 

Carried   forward 

£87,550    0    0 

£192,400 

0 

0 
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Brought  forward 
Limestone  Stock,  Ist  January,  1919 
Coal  and  Coke  Stock     ditto     ditto 
Iron  Ore  Stock  ditto     ditto 

Pig  Iron  Stock  ditto     ditto 

Limestone  Purchases         

Coal  and  Coke  Purchases 

Iron  Ore  Purchases  

Sundry  Creditors  

Profit  and  Loss  Account  balance 
Sundry  Debtors 

Rates  and  Taxes 

Repairs,  Renewals  and  Depreciation  (Furnaces) 

Repairs  and  Renewals  (General) 

Travelling 

Insurance 

General  Expenses 

Bad  Debts     

Carriage  Inwards    ... 

„       Outwards 
Depreciation  (General) 
Bank  


£ 

s. 

d. 

£ 

s. 

d. 

87,550 

0 

0 

192,400 

0 

0 

205 

0 

0 

1,650 

0 

0 

1,000 

0 

0 

28,000 

0 

0 

3,810 

0 

0 

25,217 

0 

0 

15,110 

0 

0 

6,120 

0 

0 

3,271 

0 

0 

12,145 

0 

0 

1,120 

0 

0 

3,000 

0 

0 

1,325 

0 

0 

450 

0 

0 

390 

0 

0 

1,471 

0 

0 

205 

0 

0 

1,843 

0 

0 

2,300 

0 

0 

2,412 

0 

0 

12,588 

0 

0 

£201,791    0    0    £201,791     0     0 


The  Stocks  on  hand  at  31st  December,    1919,  were  certified  as  follows:  — 

£         s.  d. 
Pig    Iron         17,162     0     0 


Limestone 
Coal  and  Coke 
Iron  Ore 


91  0  0 
1,230  0  0 
1,315     0     0 


Carry  forward  a  Reserve  of  5  per  cent,  for  Bad  and  Doubtful  Debts. 

Prepare  Working  Account  showing  cost  of  pig  iron  produced  during  the  year,  and  Trading 
and  Profit  and  Loss  Account,  and  Balance  Sheet. 


Dr. 


NORTHERN  IRON  COMPANY,  LIMITED. 
BALANCE  SHEET,  SIst  December,  1919. 


Cr. 


To  Authorized  Capital — 

17,500  Shares  of  £10  eac)i 

„   Issued  Capital — 

10,000  Shares  of  £10  each  fully  paid. 

„  Sundry  Creditors 

„  Reserve     . . 

Profit  and  Loss  Account 


£            8. 

£175,000     0 

ti-  ; 
0   ■ 

100,000     0 
6,120     0 
5,000     0 
8,803  15 

0 
0 
0 
0   . 

1 

1 

1 

£119.023  15 

0   ' 

By  Freehold  Land  and 
Buildings 

„   Furnaces 

,,   Plant  and  Machinery 

„   Stock- 
Raw  Materials 
Pig  Iron 

„   Sundry  Debtors 
Less  Reserve  . . 

„   Cash  at  Bank    . . 


s.   d. 


2,636 
17,162 

0 
0 

0 
0 

12,145 
607 

0 
5 

0 
0 

£  8.  d. 

30,000  0  0 

30,000  0  0 

16,000  0  a 


19,798     0     0 


11,537  15     0 
12,588     0     0 


£119,923  15     0 


§§  3-4.] 


COST   ACCOUNTS. 


291 


Dr. 


WORKING  ACCOUNT 
won  Year  ending  31st  Dboembkb,  1919. 


Cr, 


To  Opening  Stocks 
Limestone 
Coal  and  Coke 
Iron  Ore 

„  Purchases — 
Limestone 
Coal  and  Coke 
Iron  Ore 


9.  d. 


^05 

0 

0 

1,650 

0 

0 

1.000 

0 

0 

3,810 

0 

0 

25,217 

0 

0 

15,110 

0 

0 

Wages   .. 

Carriage  Inwards        ..    I 

Repairs,  Renewals  and    I 

Depreciation  . .    ' 


B.    d. 

By  Cost  of  Pig  Iron 

Manufactured 
.,   Closing  Stocks- 
Limestone     . . 
0  Coal  and  Coke 

Iron  Ore 


£       s.   d. 

91     0     0 
1,230     0     0 
1,315     0     0 

£         8.    d. 
59,199     0     0 

2.686    0    0 

( 

£61.835    0     0 

7)r 


TRADING  AND  PROFIT  AND  LOSS  ACCOUNT 
POR  Year  ending  318t  December,  1919 


Cr. 


To  Opening  Stock  of  P 
„   Working   Account, 
Manufactured . . 
„   Gross  Profit 

iglron 
Cost  of  Pig  Iron 

.'.         .'.         '.'. 

£ 
28,000 

59,199 
16,963 

S. 
0 

0 
0 

d. 
0 

0 ; 

0  i 

By  Sales       

..  Closing  Stock  of  Pig  Iron 

By  Gross  Profit         

By  Balance  from  last  account 
„   NetPront           

ByBalanoe 

£      ■.  d. 

87.000    0    0 

17.162     0    0 

£104.162 

0 

ol 

£104.162    0     0 

To  Wages 

£ 
1,000 

550 
1,120 
1,325 

450 

390 
1,471 

412 
2,300 
2.412 
5.532 

£16.963 

8. 

0 
0 
0 
0 
0 
0 
0 
5 
0 
0 
15 

0 

d.  1 

0 

0 

0 

0 

0  I 

0  t 

0  1 

0 

0 

0  1 

0 

0  ' 

£        s.   d. 
16.963     0     0 

„  Salaries 

„   Rates  and  Taxes 

„  ReiMtIrs  and  Renewals 

„  Travelling 

„   Insurance 

„   General  Expenses           

„   Bad  Debts            

„  Carriage  Outwards          

„   Depreciation        

„   Net  Profit 

£16.063    0     0 

To  Balance 

£ 
8,803 

s. 
15 

d. 

0 

£       s.   d. 
3,271     0     0 

&,M2  1»    0 

£8.803 

15 

0  1 

£8.8DS  1ft    0 

i«.ms  1ft   0 

§4.— Factory  Cost  Accounts. 
(a)  Departmental  Cost  Accounts. 

In  a  factory  where  there  are  various  departments,  each  nianiifacturing 
articles  of  a  kindred  nature,  and  it  is  desired  to  ascertain  the  result  of 
each  department  rather  than  the  precise  cost  of  each  article  produced, 
a  system  of  accounts  similar  in  all  respects  to  that  described  under  the 
section  dealing  with  Departmental  Accounts  in  Chapter  X.  can  be  utilised, 
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and  the  principles  akeady  laid  down  in  connection  with  Contract  Cost 
Accounts  applied  to  it.  All  the  materials  and  wages  relative  to  each 
department  will  be  allocated  thereto,  and  the  Establishment  Charges 
will  be  apportioned  on  some  proper  basis,  either  in  relation  to  the  turn- 
over or  the  labour,  or  in  some  instances  the  floor  space  occupied. 

(b)  Multiple  Cost  Accounts. 

Where  a  large  number  of  different  articles  are  manufactured,  and 
it  is  desired  to  ascertain  the  precise  cost  of  each  article,  the  system  of 
Cost  Accoimts  that  will  be  required  must  necessarily  be  technical  and 
elaborate,  and  it  is  beyond  the  scope  of  the  present  work  to  discuss  such 
a  system  in  detail.  There  are  various  methods  in  vogue,  but  the  one 
known  as  the  "  Unit  System  "  may  be  mentioned.  This  involves  the 
creation  of  a  standard  unit  of  output,  into  the  terms  of  which  all  articles 
manufactured  are  converted,  thus  affording  a  fixed  basis  of  comparison 
for  all  items  of  cost,  such  as  materials,  wages,  and  Establishment  Charges. 

(c)  Process  Cost  Accounts. 

The  system  to  be  applied  where  it  is  desired  to  cost  each  stage  in 
the  manufacture  of  a  single  article  is  also  a  very  technical  one,  and  will 
vary  according  to  the  requirements  of  each  particular  business.  It  is 
only  possible  here  to  state  that  each  process  must  be  regarded  in  the 
light  of  a  department,  and  the  materials,  wages,  and  establishment  charges 
apportioned  accordingly.  It  is  important  to  observe  that  the  finished 
material  of  the  first  stage  will  become  the  raw  material  of  the  second 
stage,  and  so  on.  If  the  finished  material  of  the  first  stage  is  charged 
up  to  the  second  stage  at  cost,  then  each  Process  Account  will  simply 
show  the  bare  cost,  and  will  disclose  neither  profit  nor  loss.  It  is  frequently 
found  desirable,  however,  to  fix  a  selling  price  as  between  one  process 
and  another,  in  order  to  enable  the  manager  of  each  process  to  show  as 
good  results  as  he  can,  as  he  may  receive  a  commission  based  on  such 
results.  When  this  is  done,  care  must  be  exercised  to  see  that  the  stocks 
remaining  on  account  of  each  process  at  the  end  of  any  balancing  period 
are  adjusted  back  to  their  original  cost,  so  that  no  profit  shall  be  taken 
in  respect  of  stock  on  hand  at  the  date  of  the  Balance  Sheet,  whether 
wholly  or  partially  manufactured. 
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§  5. — Working  Cost  Accounts. 

This  class  of  Cost  Accounts  relates  to  those  businesses  where  it  is 
desired  to  ascertain  the  cost  of  working  rather  than  the  cost  of  iflanu- 
facture,  and  the  nature  of  the  account  Avill  vary  with  each  particular 
kind  of  business.  The  principal  point  to  observe  is  that  the  unit  of 
cost  must  be  carefully  selected  to  afford  a  proper  basis  of  comparison 
for  the  various  items  of  expenditure.  Sometimes  two  units  are  utilised, 
in  order  that  the  deficiencies  arising  on  one  basis  may  be  corrected  under 
another  ;  for  instance,  in  the  case  of  railways,  per  train  mile  run  and  per 
ton  carried  ;  in  gas  works,  per  ton  of  coal  carbonised  and  per  thousand 
cubic  feet  of  gas  sold  ;  in  electric  tramways,  per  kw.  hour  and  per  car 
mile. 

The  following  is  a  form  applicable  to  Electric  Tramway  undertakings 
recommended  by  the  Departmental  Committee  on  Local  Authorities' 
Accounts,  1907. 


ILLUSTRATION 


ABSTRACT    OF    POWER  EXPENSES. 


Avenge 

per 
Kw.  Hour. 


Salaries  and  Wages 

Fuel     . . 

Water.. 

Oil  and  Waste 

Miscellaneous  Supplies 

Repairs  to  Steam  Plant 

„  Electrical  Plant 

Ducts,  Feeder  Cables,  &c. 

„  Power  and  Sub-Station  Buildings 

Total  to  Revenue  Account 
Proportion  of  Rents,  Rates  and  Taxes 

„  Insurance  Premiums 

„  General  Management 

Amount  laid  aside  to  meet  Depreciation  and  Renewal 

Interest  on  Capital  £ at  £ % 

Sinking  Fund  


P«r 

Car  Mile. 


§  6.— Percentages  in  Trading  Accounts. 

The  utilisation  of  percentages  in  connection  with  Cost  Accounts 
has  been  described  in  this  Chapter,  and  it  may  be  convenient  here  to 
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point  out  how  this  principle  can  be  appUed  to  trading  b\isinesses  with 
material  advantages. 

Jhe  comparison  of  charges  one  year  with  another  though  very 
valuable  must  be  considered  with  caution,  since  with  a  fluctuating  turn- 
over the  relative  value  of  the  expenditure  as  compared  with  previous 
years  cannot  be  determined  by  mere  inspection.  By  the  use  of 
percentages,  however,  the  percentage  which  each  item  bears  to  the 
turnover  can  be  compared  with  the  percentage  that  the  corresponding 
item  bears  to  the  turnover  of  previous  periods  and  by  this  means  the  true 
relative  value  thereon  can  be  more  readily  and  correctly  appreciated. 

The  unit  basis  in  such  cases  is  usually  £100  of  Sales,  and  if  the  ratio 
that  each  principal  item  of  expenditure  bears  to  £100  of  sales  is  calculated, 
a  series  of  percentages  vdll  be  obtained  which  can  be  compared  with  those 
of  previous  periods,  thus  enabling  any  rise  or  fall  to  be  located  and 
inquired  into. 

The  percentage  of  gross  profits  on  turnover,  in  the  case  of  a  manu- 
facturing or  trading  business,  is  a  very  important  figure  to  ascertain, 
not  only  for  the  purpose  of  fixing  the  selling  price  or  making  contracts, 
but  also  as  a  check  upon  the  stock.  If  the  percentage  of  gross  profit 
rises  as  compared  with  previous  periods,  and  this  is  not  due  to  a  reduction 
in  the  cost  of  materials  or  labour,  or  an  increase  in  selling  price,  it  is 
probable  that  the  stock  is  erroneous,  either  having  been  taken  at  too 
high  a  price,  or  items  having  been  included  which  have  not  been  brought 
into  account  in  the  Purchases. 

It  is  apparent  that  the  percentage  of  Gross  Profit  to  turnover  repre- 
sents the  difference  between  the  percentage  of  Materials,  Wages,  &c., 
to  turnover,  and  the  unit  basis  of  100.  If  these  percentages  are  shown 
upon  the  accoiuits,  it  is  convenient  to  adjust  the  opening  and  closing 
Stocks  into  the  Materials  Account  in  the  Impersonal  Ledger,  showing 
only  in  the  Trading  Account  the  net  amount  of  Materials  consumed, 
as  in  this  way  the  precise  percentage  of  Materials  consumed  per  unit  of 
sales  can  be  arrived  at.  If  this  is  not  done,  the  opening  and  closing 
stocks  must  be  adjusted  with  the  Materials  for  the  purpose  of 
calculation. 

Other  percentages  of  importance  are  those  in  respect  of  Manu- 
facturing Wages,  Travellers'  Commission  and  Expenses,  Trade  Expenses, 
Bad  Debts.  &c. 
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Where  the  number  of  Impersonal  Accounts  is  very  numerous,  it  is 
usual  to  group  the  items  into  classes,  and  calculate  the  percentage  that 
the  total  of  each  class  bears  to  the  imit  of  sales.  Wherever  possible, 
however,  it  is  desirable  to  show  the  percentage  in  respect  of  each  item 
of  expenditure. 

Where  this  system  is  adopted,  the  Trading  Account  should  be  pro- 
vided with  columns  to  show  these  percentages,  placed  against  the  money 
columns,  and,  for  the  pm-pose  of  comparison,  both  money  and  percentage 
columns  should  be  provided,  to  contain  the  figures  for  the  corresponding 
period  in  the  previous  year. 

Although  as  indicated  the  usual  method  is  to  calculate  the 
percentages  on  the  turnover  it  can  be  made  on  other  bases,  e.g.,  on  the 
prime  cost,  on  the  gross  profit,  &c.  An  alternative  method  in  the  case 
of  a  Manufacturing  business  is  to  calculate  the  percentage  on  the  Sales 
adjusted  by  the  difference  in  Manufactured  Stocks,  particularly  where 
these  fluctuate  to  any  extent;  but  for  facility  and  convenience  there  is 
no  doubt  that  to  calculate  on  the  turnover  is  the  most  generally  useful 
method  and  provides  very  considerable  and  reliable  information. 


ILLUSTRATION 


Dr. 


TRADING    AND    PROFIT    AND    LOSS    ACCOUNT 
FOR  THE  Year  ending  31st  December,  1919. 


Or. 


Tear  1018. 

Per 

cent.  OD 
Sales.    1 

Per 

cent,  on     Year  1019. 
Sales. 

Year  1918. 

Per                                      Per 
cent,  on                            cent,  on     Year  1010. 
Sales.                                 Sales. 

£     t.d. 
52,130  0  0 
11,840  0  0 
S0.030  0  0 

5213 
11-84 
30  03 

ToMaterUOs 
„   Wages 
„  Balance,  being 
OroM  Profit 

To  Travellors* 
CommiMiun 
and  Bxpeniea 

::?S!li"    •• 

„  Adrertiaing  .. 
,.  Rent.Ratei 

and  Taxes  . . 
„   lladDebU    .. 
„   DIaoount 

::  8;r?sir.. 

£     B.d 
5200         03.552  0  0 
11-01    1      13,082  0  0 

85-43         42,510  0  0 

£       s.d. 
100,000  0  0 

£       ..d. 
100  00     By  Sales         . .    100-00       120.000  0  0 

£100,000  0  0 

10000 

10000    '  £120,000  0  0 

£100,000  0  0 

10000 

100-00 

£120,000  0  0 

0,000  0  0 

8,800  0  0 
8,050  0  0 

2,500  0  0 

1,000  0  0 
1,870  0  0 

1,400  0  0 
1,100  0  0 
2,150  0  0 
8.510  0  0 

0-00 

880 
8*05 

2-50 

1-00 
1-87 

1-40 
110 
215 
8-51 

1 

0-30          11.100  0  0 
8-42            4,104  0  0 

8*10            3,720  0  0 

2-43    \        2.010  0  0 

1*75    1        2,100  0  0 

1*55            1.800  0  0 
r04            1,248  0  0 
112            1.844  0  0 
100           2.852  0  0 

0*70         11,712  0  0 

1      30,030  0  0 

1 
1 

3603     Hy  Cross  Prottt       85-48 

1 
1 

42,510  0  0 

£30,080  0  0 

8003 

85-48 

£42.510  0  Ol 

£88,080  0  0      30-03                                      35-43 

£42.510  0  0 
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§  7. — Standardisation  of  Accounts. 

By  Standardisation  of  Accounts  is  meant  the  drafting  and  pre- 
sentation of  accounts  of  similar  businesses  on  the  same  plan,  so  that 
a  comparison  of  one  set  of  accounts  with  another  can  be  made. 

It  Avill  generally  be  found  that  in  the  case  of  a  business  with 
separate  departments,  each  with  its  own  accounts,  the  division  of  the 
nominal  accounts  will  be  similar  in  respect  of  each  department,  thus 
presenting  to  the  proprietors  of  the  business  similar  features  by  which 
the  departmental  progress  can  be  judged. 

As  between  businesses  owned  by  different  proprietors,  however. 
Standardisation  is  not  generally  adopted  since  the  requirements  of  the 
owners  of  the  business  vary  so  much,  having  regard  to  particular  cir- 
cumstances and  requirements.  The  development  of  Accounting  Science 
has  led  to  many  general  features  in  the  form  of  accounts  being  usually 
adopted  by  businesses  of  importance,  but  a  rigid  Standardisation  is  not 
usually  feasible  even  in  businesses  of  the  same  class. 

Pubhc  Undertakings  such  as  Railways,  Gas  and  Electric  Companies, 
Insurance  Companies,  Hospitals,  &c.,  work  under  Standardised  forms 
of  Accounts  in  most  cases,  and  the  result  of  this  is  that  every  factor 
in  conducting  the  business  enterprise  or  institution  concerned  can  be 
compared  with  others  of  a  similar  pubHc  character,  thereby  affording 
considerable  information  to  the  Management  of  such  undertakings 
inter  se  and  to  the  public  generally. 
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CHAPTER  XII. 


THE  DOUBLE  ACCOUNT  SYSTEM. 

§  1. — Definition  of  the  Double  Account  System. 

The  Double  Account  System  is  a  system  of  account  used  by  Companies 
formed  generally  under  special  Act  of  Parliament  to  construct  and  work 
undertakings  of  a  public  nature,  involving  heavy  permanent  capital 
expenditure.  The  object  of  the  system  is  to  show  what  capital  has 
been  raised  for  the  purpose  of  the  undertaking,  and  what  capital  has 
been  expended  upon  the  undertaking,  rather  than  to  show  the  present 
value  of  the  assets  at  any  given  date,  which  latter  is  the  object  of  the 
Single  Accomit  System. 

In  order  to  do  this  clearly  the  Balance  Sheet  is  in  effect  divided  up 
into  two  parts,  the  first  being  called  the  Capital  Account,  and  showing 
upon  the  credit  side  the  capital  receipts  to  date,  and  upon  the  debit 
side  the  expenditure  to  date,  the  balance  or  totals  of  each  side  being 
carried  to  the  Balance  Sheet  proper,  which  contains  in  addition  the 
floating  assets  and  liabilities,  revenue  balances,  reserves,  &c. 

Provision  for  depreciation  is  not  made  in  the  usual  way,  the  principle 
being  to  charge  up  to  revenue  all  repairs,  renewals  and  replacements  as 
and  when  they  are  made.  In  many  cases,  however.  Depreciation  and 
Renewal  Funds  are  raised  in  order  to  avoid  the  necessity  of  charging 
the  whole  cost  of  heavy  renewals  to  Revenue  in  any  one  period. 

The  phrase  "  Double  Accoimt "  must  not  be  confused  with  the 
phrase  "  Double  Entry."  Double  entry  is  applied  to  the  Double  Account 
System  in  the  same  way  as  to  the  Single  Account  System,  and  Ledger 
Accounts  are  kept  of  each  class  of  Capital  expenditure  and  Capital 
receipts.  The  Capital  Account  itself  is  not  a  Ledger  Account,  but  is 
prepared  from  the  Capital  balances  standing  in  the  books.     For  this 
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purpose  it  is  convenient  to  utilise  a  separate  Capital  Ledger  containing 
only  those  items  which  go  to  make  up  the  Capital  Account.  Thus  it 
will  be  seen  that  the  outstanding  featiu*es  in  the  Double  Account  System 
only  become  apparent  in  the  preparation  of  the  final  accounts,  and  do 
not  affect  the  actual  book-keeping. 

It  should  also  be  noted  that  the  Double  Account  System  is  not 
primarily  concerned  with  the  distinction  between  Capital  and  Revenue, 
but  rather  with  the  illustration  of  the  manner  in  which  the  Capital 
Receipts  raised  for  the  purpose  of  the  imdertaking  have  been  applied. 
Every  system  of  accounts  worthy  of  the  name  must  necessarily  distinguish 
between  Capital  and  Revenue  Expenditure. 

§  2. — Treatment  of  Capital  Losses. 

Under  the  strict  theory  of  the  Double  Account  System  all  Capital 
Expenditure  is  shown  in  the  Capital  Account,  whether  or  not  it  continues 
to  be  represented  by  assets.  Losses  on  Capital  Account,  therefore, 
occasioned  by  the  abandonment  of  assets  which  can  be  no  longer  pro- 
fitably utilised,  or  by  the  depreciation  of  assets  which  are  not  required 
to  be  renewed,  are  not  provided  for.  In  some  cases  this  may  be  unsound 
from  a  financial  point  of  view,  and  although  no  provision  is  made  for 
such  loss  in  the  statutory  forms  of  accoimt,  it  is  desirable  that  the 
same  should  be  ultimately  provided  for  out  of  revenue. 

A  good  method  of  doing  this  is  to  charge  the  loss  to  the  Reserve 
Account  (if  any),  the  amount  being  credited  to  the  Asset  Account. 

The  amount  so  written  off  will  be  shown  as  a  deduction  in  the  Capital 
Account  against  the  item  to  which  it  relates. 

§  3.— Renewal  and  Depreciation  Funds. 

It  has  already  been  said  that  depreciation  of  assets  requiring  renewal 
is  not  provided  for  in  the  usual  manner  by  debiting  revenue  and  crediting 
the  asset  account,  but  that  all  repairs,  renewals  and  replacements  are 
charged  to  revenue  as  and  when  they  arise.  This  rule,  however,  is  subject 
to  variation  in  practice. 
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It  will  be  apparent  that  if  no  provision  were  made  for  large  renewals 
and  replacements  until  they  actually  occurred,  the  revenue  of  that  period 
would  be  burdened  ^nth  a  charge  out  of  all  proportion  thereto,  which 
in  many  cases  might  have  the  effect  of  altogether  preventing  the  payment 
of  a  dividend  in  respect  of  that  period. 

During  the  early  years  of  an  undertaking  working  under  this  system, 
it  is  clear  that  the  renewals  and  replacements  in  respect  of  the  principal 
assets,  such  as  RolUng  Stock,  Plant,  &c.,  will  be  comparatively  light, 
and  unless  provision  is  made  for  future  renewals,  the  profit  to  the  credit 
of  revenue  account  will  appear  to  be  considerably  larger  than  is  actually 
the  case,  and  ^vill  admit  of  dividends  being  paid  which  the  Company 
would  not  have  been  able  to  pay  had  proper  provision  for  renewals  been 
made.  In  actual  cases  where  this  policy  has  been  pursued,  dividends 
on  the  Ordinary  stocks  have  been  largely  reduced,  and  in  some  cases 
altogether  suspended,  as  soon  as  those  heavy  replacements  became 
necessary,  and  had  to  be  met  out  of  current  revenue. 

It  is  unfortunate  that  there  is  no  statutory  provision  making  it 
compulsory  to  provide  for  future  renewals ;  but  at  the  same  time,  there 
is  nothing  to  prevent  companies  working  under  the  Double  Account 
System  from  forming  proper  Renewal  Funds  during  the  early  years  of 
the  undertaking  for  the  future  replacement  of  their  assets,  and  this 
should  certainly  be  done. 

After  a  certain  period,  if  the  undertaking  is  sufficiently  large,  the 
renewals  will  average  from  year  to  year,  and  further  additions  to  the 
Renewal  Fund  may  cease  to  be  necessary. 

Provision  is  made  in  the  case  of  Gas  and  Electric  Light  Companies 
for  the  formation  of  Depreciation  Funds  in  respect  of  leasehold  works, 
and  in  the  case  of  Electric  Light  Companies  in  respect  of  buildings,  plant 
and  machinery  also.  These  funds  should  be  represented  by  specific 
investments,  and  they  are  created  by  debiting  revenue  each  year  and 
crediting  the  Fund  Account.  When  renewals  take  place  the  same  will 
be  charged  to  the  Depreciation  Fund  Account. 

In  many  instances,  replacements  take  place  which  involve  an 
extension  of  the  original  asset,  and  the  question  then  arises  as  to  what 
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proportion  of  the  replacement  can  be  charged  to  capital  as  representing 
the  value  of  the  extension,  and  what  proportion  should  be  charged  to 
revenue.  The  method  recommended  in  such  cases  is  as  follows  : — The 
present  cost  of  replacing  the  asset  as  it  stands  should  be  estimated,  and 
such  amount  should  be  charged  to  revenue,  whether  or  not  it  is  more 
than  the  original  cost  of  the  asset.  The  balance  of  the  expenditure 
can  be  charged  to  Capital  as  representing  the  cost  of  extension.  Any 
amount  received  in  respect  of  the  break-up  value  of  the  asset  replaced 
should  be  credited  to  revenue  against  the  cost  of  replacement. 

ILLUSTRATION- 

A  Railway  Station  originally  costing  £60,000  is  replaced  by  a  new  and  enlarged  Station 
costing  £140,000,  £6,000  being  realised  from  the  sale  of  old  materials.  The  estimated  cost 
of  replacing  the  old  Station  as  it  stood  was  £75,000.  How  should  the  £140,000  be  apportioned 
as  between  Capital  and  Revenue  T 

£75,000,  the  estimated  cost  of  replacement  of  the  Station  as  it  stands,  should  be  charged 
to  Revenue,  as  against  which  can  be  set  the  £6,000  realised  from  the  sale  of  old  materials, 
leaving  a  net  charge  of  £69,000.  £65,000  will  be  debited  to  Capital  as  representing  the  cost 
of  extension,  making  the  total  debit  to  Capital  in  respect  of  the  Station  £125,000. 

Note  to  Illustration. 

The  above  method  is  that  adopted  by  the  leading  Railway  Companies  in  this  country, 
but  it  is  contended  by  some  authorities  that  it  is  only  necessary  to  charge  the  original  cost 
of  the  asset  to  Revenue,  any  expenditure  on  replacement  in  excess  thereof  being  charged  to 
Capital  in  addition  to  the  cost  of  extension.  It  cannot  be  said  that  such  a  course  is  incorrect, 
although  it  has  the  effect  of  charging  expenditure  to  Capital,  which  will  not  increase  the  earning 
capacity  of  the  concern.  The  treatment  of  such  cases  in  practice  will  largely  depend  on  the 
financial  position  of  the  Company. 


§4. — Conversion  of  Capital. 

Many  CJompanies  have  found  it  desirable  to  split  their  Ordinary 
stock  into  Preferred  and  Deferred  Ordinary  stock.  This  may  be  done 
in  order  to  make  the  stock  more  marketable,  and  to  enable  the  holders 
to  be  more  certain  of  receiving  a  regular  rate  of  dividend  on,  at  any  rate, 
a  portion  of  their  investment.  As  a  result,  the  portion  received  in 
Preferred  Converted  stock  represents  the  investment  part  of  the  holding, 
whereas  the  portion  received  in  Deferred  Converted  stock  represents 
the  speculative  part  of  the  holding,  and  shareholders  who  do  not  desire 
to  hold  the  latter  can  sell. 
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In  the  case  of  Railway  Companies,  this  conversion  is  usually  carried 
out  under  the  general  provisions  of  §  13  of  the  Regulation  of  Railways 
Act,  1868,  subject  to  any  variation  in  the  Special  Act  of  the  Railway 
Company  under  which  most  conversions  are  effected. 

The  section  referred  to  above  is  as  follows  : — 

Any  Company  which  in  the  year  immediately  preceding  has  paid  a  dividend  on  their 
Ordinary  stock  of  not  less  than  £3  per  cent,  per  annum  may,  pursuant  to  the  resolution  of 
an  extraordinary  general  meeting,  divide  their  paid-up  Ordinary  stock  into  two  classes,  to 
be  and  to  be  called,  the  one  Preferred  Ordinary  stock,  and  the  other  Deferred  Ordinary  stock, 
and  issue  the  same  subject  and  according  to  the  following  provisions,  and  with  the  following 
consequences  (that  is  to  say) : — 

Preferred  and  Deferred  Ordinary  stock  shall  be  issued  only  in  substitution  for 
equal  amounts  of  paid-up  Ordinary  stock,  and  by  way  of  division  of  portions  of  Ordinary 
stock  into  two  equal  parts. 

There  are  further  sub-sections,  but  the  detail  of  these  is  usually 
varied  by  powers  taken  under  the  Special  Act. 

It  will  be  seen  that  for  every  £100  of  Ordinary  stock  an  equal  amount 
must  be  issued  of  Preferred  and  Deferred  Converted  stock,  and,  as  a  rule, 
£100  of  each  stock  is  issued  for  each  original  £100  of  Ordinary  stock. 
As  a  result,  for  each  nominal  amount  of  £100  there  is  now  a  nominal 
amount  of  £200,  so  that  the  conversion  is  equivalent  to  the  issue  of 
new  stock  at  a  discount  of  50  per  cent. 

To  comply  with  the  prescribed  form  of  Accounts  the  nominal 
addition  to  capital  must  be  shown  on  the  credit  side  of  the  Capital 
Account  as  such,  and  a  corresponding  item  shown  on  the  debit  side 
as  "  cost  of  conversion." 


ILLUSTRATION- 

A  Railway  Company  converts  £1,000,000  Ordinary  stock  issued  at  a  discount  of  10  per 
cent,  into  equal  portions  of  Preferred  Converted  Ordinary  stock  and  Deferred  Converted 
Ordinary  stock,  issuing  £100  of  each  class  for  each  £100  of  original  stock. 

Show  how  this  transaction  should  appear  in  the  printed  accounts. 
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SHARE    CAPITAL    AND    STOCK    CREATED    AS    PER    STATEMENT    No.    1    {n), 
SHOWING   THE    PROPORTION    ISSUED. 


Description. 


E^referred  Gonverted  Ordinary  Stock 
Deferred  Converted  Ordinart-  Stock- 


Amount 
Created. 


Amount 
Issued. 


Nominal 
Additions  to 
or  Deductions 
from  Capital. 


£ 
1.000,000 


1,000,000 


I      1.000,000 


£ 
1.000.000 


Amount  ou 
M-iiicfa  the 
Dividend 

is  Payable. 


i: 


£ 
1.000.000 


,000.000 


The  Total  of  the  "  Amount  Issued  "  column,  will  appear  to  the  credit  of  the  Receipts 
and  Expenditure  on  Capital  Account. 


§5. — The  Statutory  Forms  of  Railway  Companies'  Accounts. 

The  form  of  Accounts  for  Railways  was  originally  prescribed  by  the 
Regulation  of  Railways  Act,  1868,  but  in  place  of  these  new  forms  have 
been  provided  by  the  Railway  Companies  (Accounts  and  Returns)  Act, 
1911.     These  forms  are  as  follows  : — 

Part  1.     No.  1.  (a)  Nominal   Capital  authorized  and  created   by   the 
Company. 
„  „     1.  (b)  Nominal   Capital   authorized   and.  created   by  the 

Company  jointly  with  some  other  Company. 
„  „     1.  (c)  Nominal  Capital  authorized  and  created  by  some 

other  Company  on  which  the  Company  either  jointly 
or  separately  guarantees  fixed  dividends. 
„  „    2.  Share  Capital  and  Stock  created  as  per  Statement  No.  1 

(a)  showing  the  proportion  issued. 
„  „     3.  Capital  raised  by  Loans  and  Debenture  Stock. 

„  „     4.  Receipts  and  Expenditure  on  Capital  Account. 

„  „     4.  (a)  Subscriptions  to  other  Companies. 

„  „     5.  Details  of  Capital  Expenditure. 

„  „     6.  Estimate  of  further  expenditure  on  Capital  Account. 

„  „     7.  Capital  powers  and  other  assets  available  to  meet  further 

expenditure  on  Capital  Account. 
„  „     8.  Revenue    Receipts    and    Expenditure    of    the    whole 

undertaking. 
„  „    9.  Proposed  appropriation  oi  net  income. 

„  „     9.  (a)  Statement  of  Interim  Dividends  paid. 
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Part  1.  No.  10.  Receipts    and    Expenditure    in    respect    of    Railway 
working  (supported  by  Abstracts  A,  B  (1,  2,  3),  C,  D, 
E,  F,  G,  H,  J,  giving  details  of  the  principal  headings 
of  Income  and  Expenditure. 
„  „  11.  Receipts  and  Expenditure  in  respect  of  Motor  Omnibuses 

and  other  passenger  vehicles  not  running  on  the  railway. 

12.  Receipts  and  Expenditure  in  respect  of  Steamboats. 

13.  Receipts  and  Expenditure  in  respect  of  Canals. 

14.  Receipts  and  Expenditure  in  respect  of  Docks,  Harbours 
and  Wharves. 

15.  Receipts  and  Expenditure  in  respect  of  Hotels  and  all 
Refreshment  Rooms  and  Cars  where  catering  is  carried 
on  by  the  Company. 

16.  Receipts  and  Expenditure  in  respect  of  other  separate 
businesses  carried  on  by  the  Company. 

17.  Electric  Power  and  Light  Accounts. 

18.  General  Balance  Sheet. 


)> 

» 

y% 

» 

i» 

»> 

Part  2  consists  of  Statistical  Abstracts,  and  is  followed  by  certificates 
of  the  responsible  ofiicers  as  to  the  upkeep  of  the  whole  of  the 
Company's  property. 
The  more  important  of  these  forms  only  are  given. 


No.  2.— SHARE  CAPITAL  AND  STOCK  CREATED,  AS  PER  STATEMENT  No.  1  (a), 
SHOWING  THE  PROPORTION  ISSUED. 


Description. 

Amount, 
created. 

Amount 
issued. 

Nominal 
additions 

to  or 
deductions 

from 
Capital. 

Amount 

on  which 

Dividend 

is  payable 

Amount 

which 

does  not 

rank  for 

Dividend 

untUa 

future 

date. 

i 

Calls  in     Amount 
arrear.      uncalled. 

1 

Amount 
unissued. 

[Each  elau  of  $hare$  and  stock  to 
be  stated  in  order  of  date  of 
creation,  with  the  preferential 
or  fixed  dividends,  if  any,  to 
which  it  is  entitled,  and  any 
other  conditions  attached  to  U.] 

£ 

£ 

£ 

£ 

£ 

£ 

£ 

£ 

Total 

1         i         :  ^       ! 

NOTB. — A  column  to  be  provided  where  necessary  between  "  Amount  Created  "  and  "  Amount  Issued  ' 
'Additional  Stock  Issued  to  provide  Authorized  Money." 


to  show 
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Dr.  No.  4.— RECEIPTS  AND  EXPENDITURE  ON  CAPITAL  ACCOUNT.  Or 


To  Expenditure. 


Lines  open  for  Traffic 

Lines  not  open  for  Traffic  : — 

New  Lines 

Widening  of  existing  Lines 

Lines  leased 

Lines  jointly  owned  . . 
Lines  jointly  leased  . . 

aoUing  Stocli 

Manufacturing  and  repairing 
Works  and  Plant : — 
Land  and  Buildings 
Plant  and  Machinery 

Total  Capitiil  expended 
upon  Railway 


Horses 

Road  Vehicles  employed  in 
the  collection  and  delivery 
of  parcels,  goods,  and  pas* 
lengers : — 

1.  Goods  and  Parcels 
Boad  Vehicles 

2.  Passenger    Road 

Vehicles     . . 

Steamboats 

Canals 

Docks.Harbours,  and  Wharves 

Hotels 

Electric  Power  Stations,  Ac. 
Land,    Property,    Ac,    not 
forming  part  of  the  Bail- 
way  or  Stations  : — 
(a)  Used    in    connexion 
withBailway  working 
(fr)  Not    used    in    con- 
nexion    with    Kail- 
wav  working 
Other  Industries  (to  be  sUted 

■ejMurately) 

Sabscriptions  to  Other  Com- 
panies (tor  details,  «e«Table 
No.  4  (a) ) 
Special  Items 


Total  Expbnditurb. 


To  BaUnoe 


Total 


£   8.  d. 


Amount 
expended 
during 
Year,  as 
per  No.  5. 


£    8.  d. 


TotaL 


£    8.  d. 


By  Beoeipts. 


Amount  '  i^^^ 
FAM^ivMi     received 
i  'fS—T      during 
^ !     Year. 


Total. 


Sliares  and  Stocks  (No.  2).. 


Loans  (No.  3) 


Debenture  Stock  (No.  3) 


Premiums  on  Shares 
and  Stocks 


Premiums  on  Debea- 
ture  Stock 


Total  Premiums 


Discounts  on  Shares 
and  Stocks 


Discounts  on  Deben> 
ture  Stock 


Total  Discounts 


£   8.  d. 


£   t.  d. 


Halance  of  Premiums    and 
Discounts 


Total 


£    s.  d. 


By 


Total 
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No.  8. --REVENUE  RECEIPTS  &  EXPENDITURE  OP  THE  WHOLE  UNDERTAKING. 


state- 
ment. 


le 


Railway 

Onmibuses  and  other  passenger  vehicles 

not  running  on  the  railways 

Steamboats  

Cauals        

Docks,  harbours  and  wharves  . . 
Hotels  and  refreshment  rooms  and  cars, 

where  catering  is  carried  on  by  the 

Company 
Other  separate  businesses  carried  on  by 

the  Company  (in  detail)     . . 


Gross 
Beoeipts. 


8.  d. 


Total 


.£ 


Expendi- 
ture. 


Net 
Beoeipts. 


Year  19 


s.  d. 


s.  d. 


Gross 
Receipts. 


Expendi- 
ture. 


Miscellaneous  Receipts  (Net);  — 

Rents  from  houses  and  lands 

Rents  from  hotels 

Other  rents,  including  lump-sum  tolls     . . 

Interest  and  dividends  from  investments  in  other  companies  (in  detail) 

Transfer  fees 

General  interest        

Special  items  ' 

Total  Net  Income    ..£1 


Net 
Receipts. 


No.  9.— PROPOSED  APPROPRIATION  OF  NET  INCOME. 


Year  19 


Balance  brought  forward  from  last  year's  Account 
Net  Income  (as  per  Statement  No.  8) 
Appropriation  from  Reserve  . . 


Total    .. 
Deduct — Interest,  rentals  and  other  fixed  charges  (to  be  stated  by  each 
Company  in  order  of  priority) : — 
Interest  on  Superannuation  and  other  Funds  . . 
Rent  charges  (or  feu  duties)  and  Annuities 
Chief  rents,  wayleaves,  &c..  including  lump-sum  tolls 
Interest  on  Loans     . . 

Interest  on  Debenture  Stocks  (details) 

Rent  of  and  guaranteed  Interest  on  Leased  and  Worked  Lines 

Interest  on  Lloyd's  Bonds 

General  Interest        

Special  items  (if  any)  


Balance  after  Payment  of  Fixed  Charges : — 
Appropriation  to  Reserve  and  other  special  purposes  : — 
(Details) 


Dividends  on  Guaranteed  and  Preference  Stocks : — 
(Details) 


Balance  available  for  Dividends  on  Ordinary  Stock  : — 
(Details) 


Total 


Total 


Total 


Total 


.  £ 


No.  9  (a).— STATEMENT  OF  INTERIM  DIVIDENDS  PAID. 


Balance  available  for  Dividends,  Year  19 
Deduct — 

Interim  Dividends  paid  (particulars) 

Undivided  Balance  at  31st  December,  carried  to  Balance  Sheet 


8.   d. 


d. 
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Dr. 


No    10.— RECEIPTS  AND  EXPENDITURE  IN  RESPECT  OP 
RAILWAY  WORKING. 


Or, 


To  Expenditure. 

— 

Year 

Percentage 
of  Traffic 
Receiirts. 

j  Percentile 
By  Gross  Receipts.                -         _       ^^  >    ^^^3? 

•• 

1             <             • 

See  Abstracts. 

A.  Maintenance  and  renewal  of 

Way  and  Works  . . 

B.  Maintenance  and  renewal  of 

RolUng  Stock  :— 

£3.d. 

(1).  Locomotives 
(2).  Carriages   . . 
(3).  Wagons      .. 

£s.d. 

£ 

Per 
cent. 

Per 
cent. 

See  Abstracts. 

Passenger  Train  Traffic  : — 
Ordinary  Passengers 

Vir«f  PI  AAA 

£8.d. 

£s.d.      £ 

Per 
cent. 

Per 

cent. 

Second  Class     . . 
Third  Class       . . 

Season  Tickets- 

£  s  d 

Second  Class     . . 
Third  Class       . . 

• 
Workmen's  Tickets     . . : 

Total  Receipts  from 
Passengers 

Mails          ! 

Parcels  up  to  2  cwt.,  Par-  , 
eels  Post,  and  Excess  i 
Luggage                       . .  i 

Other     Merchandise    by  ' 

Locomotive  Running 
Expenses  .. 
l>.   Traffic  Expenses 

1 

E.    General  Charges 
Law  Ctiarges 

Parliamentary  Expenses     . . 
Compensation  (accidents  and 
losses)  :— 

£  8  d 

■ 

Passengers . . 

Workmen  .. 

Damage    and     loss 
of     Goods,    Pro- 
perty, Ac. 

F.    L«M  Expenses  of  Collection 
and  Delivery     . . 

Total  Passenger  Train 
Receipts 

Goods  Train  Traffic  :— 

£8.d. 

Merchandise 
F.       Lees    Expenses    of 
Cnllectinn     and 
Delivery 

1 

Rates 

Taxes 

Government  Duty     . . 
O.    Running    Powen    (Balance, 
Debit  or  Credit)  .. 

1     ■ 

Live  Stock 

Total  Traffic  Expenditure  £ 

Other  Minerals     .. 



' 

J.    Joint  Lines* 

Miscellaneous 

' 

Total  Goods  Train  Receipts     £ 
Total  Traffic  Receipts         £ 

Total  Expenditure           £ 
Net  ReoeipU        . .          £ 

H.  Mileage,  Demurrage,  and  Wnaon 

Hire 
J.    Joint  Lines* 
MiscollAnoous 

TOTAL           . .           C 

Total  .. 

£ 

Nora.— Gross  receipts  to 
except  where  («)  the  traffio  Is  carried  over  the  company 


Inolade   the  whole 


of  the  receipts  from  traffic  carried  orer  the  company's  lines, 
jany's  line  by  trains  of  other  companies  and  no  annoal  payment 
Is  made  therefOr.  or  where  (»)  the  payment  made  Is  by  way  of  a  And  rent.  The  proportion  of,  traffic  netiiM 
aecmlng  to  other  companies  In  respect  of  running  powers  exercised  by  them  over  the  comnany's  Uaes  not  to  be 
treated  as  a  dedaetion  from  the  company's  traffic  receipts  In  tiUs  stnismeal*  but  to  be  entered  m^  a  payment  In 

the  Running   Powers  Aoooont   (Abstract  O).     The   proportion  of  the  tuMc  reoslpli  neamUig  to  tit" '^ 

respect  of  trains  run  by  the  company  over  the  lines  of  othw  companies  td  be  e«d>dsd  Hob  toe 
in  this  statement,  and  entered  as  receipts  In  the   Running  Powers  Aeooont. 


*  Under  thU  heading  shoald  be  entered  only  Uie  Expenditure  or  Recelpta  of  )ofaitiy  owned  and  Jolntiy  leased  linr« 
in  respect  o(  which  the  Accounts  are  pnpared  by  or  tor  \h(^  )olnt  romnifft<v<  and  are  not  already  embodied  in  those  of  Ue 
[tarent  companies  (sss  Abstract  J).    In  the  cess  of  oti  >mpsny's  proportion  of  the  Revenoe  ard 

1  •  tha  Account. 

u2 


Expenditure  to  be  spread  over  the  Tartoos 
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Dr. 


No.  18.— GENERAL  BALANCE  SHEET. 


Cr. 


Year 
10 


To  Capital  Account,  Balance  at  Credit 
thereof,  as  per  Account  No.  4  .. 
Amount  due  to  Bankers     .. 

I  >rary  Loans  and  Calls  paid  in 

ince 
J  !  :  is  Bonds  


Unpaid  Interest  and  Dividends     .. 

Interest  and  Dividends  payable  or 
accruing  and  provided  for 

Amount  due  to  Railway  Com- 
panies and  Committees   .. 

Amount  due  to  Railway  Clearing 
Houses        

Savings  Bank  


Superannuation   and   other   Provi- 
dent Funds  

Accounts  Payable 

Liabilities  accrued 

Miscellaneous  Accounts 
Special  Items  (to  be  detailed) 
Fire  Insurance  Fund 
Depreciation  Funds — 

Railway 

Steamboats  (including  Insurance 
Fund) 

Other  Businesses  . . 
General  Reserve  Fund 


Balance  available  for  Divi- 
dends and  Reserve,  as 
per  Account  No.  9 

Lets  Interim  Dividends 
paid  as  per  Statement 
No.  9(0)     .. 


£  3.  d. 


£    s.  d. 


Year 
19 


By   Capital   Account,   Balance   at 
Debit  thereof,  as  per  Account 


No.  4 


Cash  at  Bankers  and  in 
Hand        

Cash  on  Deposit,  at  In- 
terest    


£   s.d. 


Investments  in  Consols  and 
Government  Securities . . 

Investments  in  Stocks  and  Sliares 
held  by  the  Company,  not 
charged  as  Capital  Expenditure 

Investment  of  Superannuation 
and  other  Provident  Funds   . . 

Stock  of  Stores  and  Materials     . . 

Outstanding  Traffic  Accounts     . . 

Amount  due  by  Railway  Com- 
panies and  Committees 

Amount  due  by  Railway  Clearing 
Houses 

Amount  due  by  Postmaster- 
General    

Accounts  Receivable 

Miscellaneous  Accounts    . . 

Suspense  Accounts  (if  any)  to  be 

enumerated 
Special  Items  (to  be  detailed)     . . 


£    s.  d. 


ILLUSTRATION- 

The  following  is  the  Trial  Balance  of  the  New  Railway  Company,  after  the  completion 
of  the  Revenue  Account  for  the  year  ended  31st  December,  1919. 


£ 

s.    d. 

£ 

s.    d. 

3i  %  Preference  Stock 

450,000 

0     0 

Ordinary  Stock 

750,000 

0     0 

4  %  Debenture  Stock 

1,278,000 

0     0 

300,000 

0     0 

Lines  open  for  Traffic 

Lines  in  course  of  construction          

7,500 

0     0 

Working  Stock  (Enguies,  Carriages,  <Src.) 

195,000 

0     0 

Contribution  to  Joint  Lines 

75,000 

0     0 

Premiums  on  Ordinary  Stocks           

37,500 

0     0 

Purchase  of  Grand  Canal         

7,500 

0     0 

Cash  at  Bank     . . 

7,500 
10,000 

0     0 
0     0 

Stock  of  SUjres  and  Materials 

Outstanding'Traffic  Accounts 

20,000 

0     0 

Due  from  other  Companies 

1,500 

0     0 

Mi.sceilaneous  Accounts 

6,000 

0     0 

Debts  due  to  other  Companies          

750 

0     0 

Accounts  Payable          

30,000 

0     0 

J?  ire  Insurance  Fund 

2,250 

0     0 

Superannuation  Fund 

Balance  to  Credit  of  Net  Revenue  Account 

7,500 

0     0 

30,000 

0     0 

£1,608,000 

0     0 

^1,608,000 

0     0 

During  the  year  there  was  an  issue  of  £15,000  3^  per  Cent.  Preference  Stock  at  par,  which 
was  fully  subscribed  and  paid  up ;  also  of  £30,000  Ordinary  Stock  fully  subscribed  and  paid  up 
at  a  premium  of  5  per  cent.  The  expenditure  on  Lines  open  to  Traffic  was  £37,500,  on  Lines 
in  course  of  Construction  £1,500,  and  on  Working  Stock  £7,500. 

Make  out  Capital  Account  and  Balance  Sheet  in  proper  form. 
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§6. — The  Statutory  Forms  of  Qas  Companies'  Accounts. 

Under  the  Gas  Works  Clauses  Act,  1871,  certam  forms  of  Account 
are  prepared  for  the  use  of  Gas  Companies  as  follows  : — 

(a)  Statement  of  Share  Capital. 
(6)   Statement  of  Loan  Capital. 

(c)  Capital  Account. 

(d)  Revenue  Account. 

(e)  Profit  and  Loss  Account  (Net  Revenue). 
(/)    Reserved  Fund  Account. 

(g)   Statement  of  Coals. 

(h)  Statement  of  Residual  Products. 

(i)    General  Balance  Sheet. 

The  more  important  of  these  forms  only  are  given. 


Dr.        C— CAPITAL   ACCOUNT  for  the  Year  ended  31st  December,  19     . 


Or. 


£  8.  d.'£  8.  d 


1.  To  Expenditure  to  31st  December,19 

Since  thai  date. 

2.  To  Lards    acquired,  -including    law 

charges    . . 

3.  ,,   New    Buildings,    3Ianufacturing 

Plant,  Machines,  Storage  Works 
and  other  structures  connected 
with  manufacture 

4.  .,    New    Mains    and    Service    Pipes 

(not  being  in  place  of  old  ones), 
including  laying  same,  paving 
and  other  works  connected  with 
distribution 

5.  ,,   New  Meters  (not  in  place  of  old 

ones),  including  fixing  .. 
0.    .,   Cost  of  Promoting  Special  Act. . 
".    „   Special  Items  (if  any)     . . 


Total  Expenditure  . , 

To  Balance  of  Capital  Account 


£  8.  d. 


T3   "^r^        "O 
«   ft     ~        S??. 


1.  By  Ordinary  Shares  of  £ 


each, 
each . 
each 


£  s.  d.  £  s.  d 


Do.  of  £ 

Preference  Shares  of  £ 
Debenture  Stock 
Mortgages  and  Bonds  . . 
Amounts  received  in  anticipation 
of  calls 


Total £ 


^2 


£  8.  d. 
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Dr.        D.— REVENUE    ACCOUNT  for  the  Year  ended  SIst  December.  19 


Cr. 


To  Maxufactuhb  or  Gas  :—                             |4  s.  d. 

E8.  d. 

Br  Sale  or  Gas  :—                                           £  s.  d. 

£  a.  d. 

1.  Coals,  including  dues,  carriage,  unloading. 

1 

1.  Common  gas  (    cubic  feet)  at    /  per  1.000 

and  all  expenses  of  depositing  same  on 

cubic  feet ..         .. 

works          ..         .. 

2.  Cannel  gaa  (    cubic  feet)  at    /  per  1,000 

2.  Purirylng  materials,  oil,  water  and  sundries 

cubic  feet 

at  works 

3.  Public  lighting  and  under  contract* 

S.  Salaries  of  engineers,  including  chief  engi- 
neer (if  any),  superintendents  and  officers 

! 

4.  Rental  of  meters 

at  works 

4.  Wages  and  gratuities  at  works 

. 

By  Re.«»idual  Products:— 

5.  Repairs  and  maintenance  of  works  and 
plant    (including    renewal    of    retorts), 
machines,  apparatus,  tools,  materials  and 

6.  Coke.  Ust  labour  and  cartage 

6.  Breese                      ditto 

7.  Tar                            ditto 

labour         

1 

i 

8.  Ajmnonlacal  liquor  ditto 

9.  By  Rents 

£eM  old  materials  sold        

To  Distribution  of  Gas  :— 

6.  Salaries  of  surveyor,  chief  inspector,  inspec- 

10. By  Transfer  fees 

tors,  assistant  inspectors  and  clerks  In 

light  office 

7.  Repairs,  maintenance  and  renewal  of  mains 

By  oth?r  items  (if  any) 

and  of  service  pipes,  including  materials. 

laying  and  paving,  and  labour   . . 

8.  Repairing,  renewing  and  reflxing  meters.. 

To  Public  Lamps  : — 

9.  Lighting  and  repairing        

To  Rents,  Ratks  and  Taxks  :— 

10.  Rents 

11.  Rates  and  Taxes 

To  Manaobment :— 

12.  Directors'  allowances 

13.  Salariesof  secretary,  accountant  and  clerks, 

14.  Collectors'  commission  or  salaries.. 

15.  Stationery  and  printing 

16.  General   establishment  charges  and  Inci- 

dentals 

17.  Auditor          .. 

To  Law  and  Farliaxentart  Charqes  : — 
18    Law 

19.  Parliamentary  (oppositions) 

20.  To  Depreciation  Fund  for  works  on  lease- 

hold lands  (if  any)            

21.  To  Bad  Debts           

To  other  items  (If  any)       

Total  Expenditure 

£ 

Total  Receipts 

il 

Balance  carried  to  Profit  and  Loss  Account  B.      | 

1 

—  i 


Dr. 


E. -PROFIT    AND    LOSS    ACCOUNT    (NET    REVENUE) 

FOR  THE    YeAJI  ENDED   31ST   DECEMBER,    19 


Or, 


£  a.  d. 

£•.  d. 

To  Amount  carried  to  Reserve^l  Fund  Account  F 
(if  any)  from  ProflU  of  19 

1.  By  Balance  of  net  profit  bcooght  trom  lart 
Account  (Slst  Dec.  19        ),   ^-r 

„  Interest  on  temporary  Loans  and  Moneys  re- 
ceived In  anUdpatton  of  CalU 

i.    „  Amount  drawn  from  VMmrml  Fund 

(11  any) ,   . . 

„   Do.  on   Mortcagea  and   Bonds  accrued  to 
Slst  Dec.,  10             

JUm  DiTidend  paid  for  the  haU- 
year  ended  Slat  Dec.,  19 

,.   Do.  on  Debenture  Stock  to  do 

..   Half-year's  Dividend  on  1st  Preferen- 
tial to  30th  June.  19 

t.    M  Bftlanoe  brooghi  flom  Reirmoe  Aooooul  D. 

bting  profit  for  fenr  to  Dm.,  19 
4.    ..  InUTMlooMoMysticposited 

„    Do.  2ud  Preferential  to  do 

„   Do.  on  Ordinary  Shares  at     per  cent. 

„  Balance  of  net  Profit  to  be  carried  to  next 
Account  subject  to  half-year's  DiTidwMto 
to  Slat  Dec.,  19        

1 

i 

• 
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F.— RESERVED    FUND    ACCOUNT 
FOR  THE  Year  ended  31st  December,  19 


Cr. 


1.  To  Amount  (if  any)  carried  to  Profit  and  Loss 

Acconnt    E  to    make   up   deficiencies   of 
Dividends  to  81st  Dec,  19 

2.  „   Amount  pnid  for  extraonllnary  claim  or  de- 

mand (if  any^ 

3.  „   Amount  of   balani^e  to  be  carried  to  next 

Account 


£  8.  d. 


1.  By  Balance  brought  from  last  Account  . . 

2.  „   Balance  brought  from  Profit  and  Loss  Ac- 

count E 

3.  „  Interest  on  amount  invested 


£     s.  d. 


Like  Accounts  must  be  given  for  Depreciation  Fund  for  works  on  Leaseholds  (if  any). 


Dr. 


L— GENERAL    BALANCE    SHEET 
ON  3  1st  December,   19    . 


Cr. 


1. 

2. 
3. 
4 

To  Capital  Accottxt  :— 

Balance  at  Credit  thereof  (Account  C)     . . 
„  Profit  and  Loss  account  :— 

Balance  at  credit  thereof  (Account  E)      . . 
„  Reserved  Fund  :— 

Balance  at  credit  thereof  (Account  F) 
„   DEPRECIATION'  FUND  (for  works  on  leasehold 

lands)  :— 

Balance  at  credit  thereof  (Account     ) 

„   Unpaid  dividends          

„  Interest  accrued  and  unpaid  on  mortgages, 

bonds  and  debenture  stock,  and  other  loans, 

to  31st  Dec,  19         

„   Sundry  Tradesmen  and  others,  for  amount 

due  for  coals,  stores,  Ac,  to  31st  Dec,  19 
„  Wages  and  Contixoencies  :— 

Amount  due  to  31st  Dec,  19 
„   Other  items  (if  any) 

£  8.  d. 

1. 
2. 
3! 
4. 
5. 
6. 

7. 

8. 
9. 

By  Cash  at  bankers 
„       „    on  deposit  or  at  interest 
„   Coals  for  stock  on  hand,  31st  Dec, 19 
„   Coke  and  Breeze,  31st  Dec,  19 
„   Tar  and  other  products,  31st  Dec,  19 
„   Sundry  Stores,  31st  Dec,  19 

£    3.  d. 

5. 
6. 

„   Gas  Meter  Rental ;    balance  of  this  Account 
due  to  the  Company  on  31st  Dec,  19     ,  less 
deposits  and  prepayments  . . 

„   Coke  and  other  residuals,  31st  Dec,  19 

„   Sundry  Accounts,  3l8t  Dec,  19 

7. 
8. 

„   Special  items  (if  any),  including  investments. . 

£ 

£ 



§  7.— The   Statutory    Forms   of    Electric    Lighting   Companies' 
Accounts. 


Under  the  Electric  Lighting  Act,  1882,  certain  forms  of  account  are 
prescribed  by  the  Board  of  Trade  for  Electric  Lighting  Companies 
working  under  an  Order  or  License  as  follows  : — 

(1)  Statement  of  Share  Capital. 

(2)  Statement  of  Loan  Capital. 

(3)  Capital  Account. 
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(4)  Revenue  Account. 

(5)  Net  Revenue  Account. 

(6)  Reserve  Fund  Account. 

(7)  Depreciation  Fund  Account. 

(8)  General  Balance  Sheet. 

(9)  Statement  of  Electricity  Generated,  Sold,  &c. 

The  more  important  of  these  forms  only  are  given. 


[No.  III.] 
Dr. 


CAPITAL  ACCOUNT 
FOR  THE  Year  ending  313t  December,  19 


Cr. 


1 

Expended 

daring 
the  Year. 

lis* 

To  Expenditure  to  31st  December,  19 

Expenditure  iinee  that  date.            i 

1.  To  Lands,  including  law  charges  inci«  j 

dental  to  acquisition     . . 

2.  „   Buildings 

8.    „  Machinery            

4.     „   Accumulators  at  Generating  and 

Dint rilxiting  Stations    .. 

6.  t*  Mains,  including  cost  of  laying 

the  mains           

fl.    „  Transformers,  Motors,  Ac. 

7.  „  Meters,  and  Fees  for  certifying 

under  the  Act 

8.  „    Electrical  Instruments,  Ac. 

9.  „   General    Stores    (cable,    mains, 

10.  „  pJwGse  of  Pat^nU  or  Patent 

RighU 

11.  „  Cost     of     Licence,     Provisional 

Order.  Ac 

1  J.    „  Special  It«ma 

£  8.  d. 

...d. 

£s.  d. 

By  Ordinary  Shares  of  £ 

„        do.        do.      of  £ 
„  Preference  do.     of  £ 

„  Debenture  Stock        

„  Mortgages  and  Bonds 

„  Amounts  received  in  anticiimtion  (»f 

Calls            

„  Sale  of  Pat«nt«  or  Patent  RighU.  Ac. 
„  Other  RecelpU  (to  be  specifled  )     . . 

£  a.  d. 

t  •.  d. 

..... 

Total  Bxpendliura    . . 
To  Balance  of  Capital  Account  . . 

•i 



forDepradatlonof  WorksisiiuMlebyadtMiod        to 

Ko.  VII 


to  Depreciation  Fund  Account 
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Dr.        [No.  IV.]     REVENUE  ACCOUNT  FOR  THE  Year  ENDING  31st  December,  19 


Or. 


A. — To  OtneratioH  of  Electricity. 

1.  To  CoaU  or  other  fuel,  inrluding  dues,  car- 

riage, uoloadiag,  storing,  and  all  ex- 
penses of  placing  the  same  on  the  works 

2.  „  Oil,  waste,  water  and  engine-ruom  stores 

3.  „   Proportion  of  Salaries  of  Engineers,  Su- 

pt-rintendent«,  and  OflScers,  as  certiflod 
by  the  Managing  Dirertor,  Chairman 
or  I^ngineer 

4.  .,   Wages    and    Gratuities    at    Generating 

SUUons 

5.  „   Repairs  and  Maintenance  as  follows  : — 

'     £    s.  d. 
1.  Buildings         ..         ..  i 
S.  Engines,  boilers 

3.  Dynamos,         exciters, 

transformers,  motors, 
Ac. 

4.  Other    machinery,    in- 

struments and  tools. . 

5.  Accumulators  and  ac- 

cessories 


£  8.  d.£  8.  d. 


Leu  received  for  old  materials 


0.  To  special  items  

B.—DxatribiUion  of  ElertricUy. 

i.  To  Proportion  of  Salaries  of  Superintendents 
and  OfiQcers,  as  certified  by  Managing 
Director,  Chairman  or  Engineer 

2.     „   WagesandGratuities  to  Linesmen,  Fitters, 
Labourers 
Repairs,    Maintenance    and 
Renewals  of  Mains  of  all 
classes,  includins  Materials 
and  laying  the  same     . . 
Le%$  Amounts  refunded 


3.     „ 


4.  „   Repairs,  Maintenance  and  Renewals  of 

Transformers,  Meters,  Switches,  Fuses 
and  other  apparatus  on  Consumers' 
Premises 

5.  „   Repairs,  Maintenance  and  Renewals  of 

Apparatus  at  Distributing  Stations  . . 

C. — To  PuUie  Lamps. 

i .  To  .Attending  and  Repairs    . . 
2.     „   Renewals  of  Lamps 


D.—To  RoyaUiet,  tbc. 

To  Royalties,   Ac,  payable  for  use  of  patents 
or  patent  processes 

Y.—To  Rents,  Rates  and  Taxes. 


1.  To  Rents  Payable 

2.  „  Rates  and  Taxes 


F. — To  Management  Expenses 

1.  To  Directors'  remuneration 

2.  „   Salaries  of  Managing  Engineers,  Secretary, 

Accountants,  Clerks,  Messengers,  as 
certified  by  Managing  Director,  Chair- 
man or  Envjineer 

3.  „   Salaries  or  Commisslon3  of  Collectors    . . 

4.  „   Stationery  and  printing   .. 

5.  „   General  establishment  charges    . . 

6.  „   Auditors  of  Company 

7.  „  Auditor  appointed  under  the  provisions 

of  the  Order 

Carried  forward  . . 


By  Sale  of  current  per  meter  at      per  B.  T.  U. 
„   Sale  under  Contracts 
„   Public  lighting 

„  Rental  of  meters  and  other  apparatus  on 
consumers'  premises 

„  Sale  and  repairs  of  lamps,  arc  or  incandes- 
cent 

„   Sale  and  repairs  of  other  apparatus 

„  Royalties,  licences,  &c 

„  Rents  receivable    . . 

„  Transfer  fees  

„  Other  items  (to  be  specified) 


£  s.  d.£  8.  d 


Carried  forward 


§   7.]  THE   DOUBLE   ACCOUNT   SYSTEM. 
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Cr. 


|£  8.  d.|£  8.  d. 

1 

£8.d. 

Cd. 

Brought  over 

Q.—To  Laic  and  ParliamerUary  Charges. 
To  Law  Expenses           

n.—To  Depreciation. 

1.  To   Depreciation   in   respect  of  Leasehold 

Works 

2.  „     Depreciation  in  respect  of  Buildings  . . 

3.  „                     Do.                    Plant,  Machi- 

nery, Ac.           

Brought  over   . . 

t 

I.— To  Special  Charges. 

1.  To  Insurance,  Superannuation,  <fec. 

2.  „   Expenses  for  Certification  of  Meters    . . 

1 

Total  Expenditure 
Balance  carried  to  Net  Bevenue 

i 

£,            1 

Dr.     [No.  v.] 


NET    REVENUE    ACCOUNT. 


C>. 


1.  To  Interest  on  Debentures  accrued  due  to  date 

2.  „  Interest  on  Mortgages  and  Bonds  accrued  due 

to  date  

3.  „  Interest  on  Temporary  Loans  accrued  due  to 

date 

4.  „   Dividend  on  Preference  Stocks 

5.  „   Balance  applicable  to  dividend  on  Ordinary 

Stock  or  Shares 

£ 


£  8.  d. 


1.  By  Balance  from  last  Account 
Le»$  Dividends  paid 
Les$  Amount  carried  to  Re- 
serve Fund 


£  s  d.      £  8.  d.      £  8.  d 


2.    „      Balance    brought    from     Revenue 

Account  No.  IV. . . 
8.    „    Interest  on  Money  at  Deposit 


Dr.    [No.  VI.] 


RESERVE    FUND    ACCOUNT. 


Cr. 


1.  To  Amount  paid  out  for 

2.  „  Amount  of  Balance  to  next  Account 


£  8.  d. 


1 .  By  Balance  brought  from  last  Account    . . 

2.  „   Amount  brought  from  Net  Revenue  Account 

3.  „   Interest  on  Amount  Invested 

(Description  of  Investment*  to  be  •pecifled) 


£  8.  d. 


Dr.     [No.  VII.] 


DEPRECIATION    FUND    ACCOUNT. 


Cr. 


£  •.d. 


T>  B»l 


1.  By  Balance  from  lant  Account       

t.    .,    Intrrrst  on  Investments 

t.    „   Amount  brought  from  Revenue  Acootint  (Mt 

No.  IV.  H.) 

(IVtrriptlon  of  Investment*  to  be  8|weUled) 

£ 


£  8.  d. 
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Dr,     [No.  VIII.] 


GENERAL    BALANCE    SHEET. 


Cr. 


1    To 


Capital  Account :  Amount  received  as  per 
Account  Xo.  Ill 

Sundry  Tradesmen  and  others,  due  on  con- 
struction of  Plant  and  Macliinery,  Fuel, 
Stores,  &r  ,  to  31st  December,  19 

Sundry  Creditors  on  open  Accounts  . . 

Net  Revenue  Account :  Balance  at  credit 
thereof  

Reserve  Fund  Account :  Balance  at  credit 
thereof  

Depreciation  Fund  Account :  Balance  at 
credit  thereof 


£  s.  d. 


1.  By    Capital    Account :     Amount   expended    for 

Works  as  per  Account  No.  Ill 

£  8.  d. 

2.  „   Stores  on  hand  at  31st  December,  I 

19     :—  1 

Coal i 

Oils,  waste,  <tc.     . .         . .         . .   j 

General 

3.  „   Sundry  Debtors  for  amounts  paid  on  account 

of  contract  in  course  of  completion 

4.  „   Preliminary  Expenses  . . 

5.  „   Sundry  Debtors  for  Current  supplied  to  31st 

December,  19 

6.  „   Other  Debtors 

7.  „  Cash  at  Bankers  : — 


Messrs. 


Messrs. 
Cash  in  hand 


(amount  on  deposit) 


£  8.  d. 


March.  19 


-Chairman. 

-Manager  and  Secretary. 


ILLUSTRATION- 

Prepare  a  Revenue  Account,  Capital  Account,  and  Balance  Sheet  from  the  following 
Trial  Balance. 


DYNAMO    ELECTRIC    LIGHTING    COMPANY, 
Trial  Balance,  30th  June,  1920. 


LIMITED. 


1919. 

June  30. 

£    s. 

d. 

20,000  0 

0 

15,000  0 

0 

1,000  0 

0 

9,300  0 

0 

4,000  0 

0 

6,000  0 

0 

5,000  0 

0 

1,000  0 

0 

500  0 

0 

300  0 

0 

1,600  0 

0 

250  0 

0 

Capital,  Nominal,  10,000  Shares,  £10  each. 


Subscribed,  5,000  Shares,  £10  each,  £5  paid 

Debentures,  6  %  interest     . . 

Depreciation  Fund    . , 

Investments  on  Depreciation  Fund  Account 

Freehold  Land 

Buildings 

Machinery  at  Station 

Mains 

Transformers,  Motors,  &c.  . . 

Meters 

Electrical  Instruments 

General  Stores  (Cables,  Mains,  Lamps)  in  stock 

Office  Furniture 

Coal  and  Fuel  

Oil,  Waste  and  Engine  Room  Stores 
Coal,  Oil  and  Waste,  Ac,  in  stock 

Wages  at  Station 

Repairs  and  Replacements  . . 

Rates  and  Taxes 

Salaries. of  Secretary,  Manager,  &c. 
Directors'  Fees 

Stationery,  Printing  and  Advertising 
Incidental  Expenses.. 

Law  Charges 

Sales  by  Meter  

Sales  by  Contract 

Meter  Rents  . . 

Sundry  Creditors 

Sundry  Debtors        

Cash  in  hand  and  at  Bank 
Net  Revenue  Account 


£ 

s. 

d. 

. 

s. 

d. 

25,000 

0 

0 

15,000 

0 

0 

1,000 

0 

0 

1,000 

0 

0 

9,300 

0 

0 

5,000 

0 

0 

10,000 

0 

0 

8,000 

0 

u 

2,000 

0 

0 

1,500 

0 

0 

400 

0 

0 

2,850 

0 

0 

250 

0 

0 

1,900 

0 

0 

750 

0 

0 

100 

0 

0 

3,000 

0 

0 

500 

0 

0 

300 

0 

0 

1,500 

0 

0 

1,000 

0 

0 

600 

0 

0 

100 

0 

0 

200 

0 

0 

8,750 

0 

0 

6,000 

0 

0 

300 

0 

0 

700 

0 

0 

3,000 

0 

0 

3,300 

0 

0 

300 

0 

0 

£56,050 

^ 

_o^_ 

£56,050 

_o_ 

_?__ 

Depreciation  to  be  provided  for  on  Buildings  2 J  per  cent..  Machinery  7 J  per  cent., 
Mains  5  per  cent.,  Transformers,  &c.,  10  per  cent..  Meters  and  Electrical  Instruments  16  per 
cent,  (on  the  opening  balances). 
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Dr. 


CAPITAL  ACCOUNT  fob  the  Year  ending  30th  Junk,  1920. 


Cfr. 


To  Freehold  Lnnd   . . 
„  Buildings 
.,  BCachinery 

„  Mains 

„  Transformers,  Motors.ifcc. 

„  Meters 

„  Electrical     Instniments, 

Ac 

M  General    Stores,    (Cables 

Mains,  Lamps) 
„  Office  Furniture 

Total  Expenditure 
.,   Balance  of  Capital 
Account 


Expended 


Expendi-    I 


ToUl 
Expendi- 
ture to 
30th  June, 

1920. 


£ 
9,300 
4,000 
6,000 
5,000 
1,000 

500 


s.  d. 
0  0 
0  0 


s.  d. 


1,000 
4,000 
3.000 
1,000 
1,000 


£   i.d. 

9,300  0  0 

5,000  0  0 

10,000  0  0 

8,000  0  0 

2,000  0  0 

1,500  0  0 


300  0  0 


1,600 
250 


0  0 
0  0 


100  0  0 
750  0  0 


2,350 
250 


£27,950  0  0  £10,850  0  0  |  £38,800  0  0 
!   1,200  0  0 


Receipts 

up  to 
SOth  June, 
I         1919. 


By  Ordinary  Shares 
„   Debentures 


400  0  0 


£40,000  0  0 


■as-  jU^t. 

»•«  80th  June, 

y**'-       i       1920. 


£     s.  d.  £     s.  d. 

5,000  0  0  ,    25,000  0  0 

15.000  0  0 


Total  Receipts  !  £35,000  0  0  I  £5,000  0  0    £40.000  0  0 


£40,000  0  0 


Dr. 


REVENUE    ACCOUNT  for  the  Year  ending  30th  June,  1920. 


Cr. 


To  Generation  of  Electricity- 
Coal  and  other  Fuel 
Oil.   Waste  and   Engine 

Room  Stores  . . 
Wages  at  Station 
Repairs     and     Replace- 
ments   

„   Rates  and  Taxes. . 
„   Management  Expenses — 
Directors'  Remuneration 
Salaries     of     Secretary, 

Manager,  Ac 

Stationery,  Printing  and 

Advertising     . . 
Incidental  Expenses 

„   Law  Expenses 

„    Depreciation — 
Buildings 
Machinery 

Mains 

Transformers,  At*. 

Meters 

Electrical  Instruments.. 


Balaaee   carried    to    Net 
Revenue  Account 


!     ' 

8.  d. 

1,900 

0  0 

750 
3.000 

0  0 
0  0 

500 

0  0  1 

i  1.000 

0  0 

1,500 

0  0 

600 
100 

0  0 
0  0 





•.  d. 


100 
450 
250 
100 
76 
45 


6.150 
300 


3,200 
200 


By  Sale  of  Current  per  Meter 
„     Ditto    under  Contracts 

„  Rental  of  Meters 


1.020    0    0 
3,180     0     0 

£14,050    0     0    I 

■  ll 


£      s.  d. 

8.750     0     0 
5.000     0     0 


a.  d. 


1.5,750     0     0 
300    0    0 


£14,050    0    0 


Dr, 


NET    REVENUE    ACCOUNT. 


Cr. 


To  interest  on  Debentures  teemed  to  date 
.,   Balance  applicable  to  Dividend  . . 


By  Balance  from  last  Aooount 
„  Balance  from  Bevenae  Account 


£ 

300 
8,180 

s.  d. 

0  0 
0  0 

,  £8,460 

0  0 
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Dr. 


GENERAL   BALANCE   SHEET,  30th  June,  1920. 


Or. 


To  Capital  Account — 

Amount  received  as  per  Account 

„  Sundry  Creditors 

„  Debenture-holders  for  Interest . . 
„  Net  Revenue  Account — 

Balance  at  credit  tliereof 
„  Depreciation  Fund  Account — 

Balance  at  credit  tliereof 


40.000 
700 
900 

0 
0 
0 

0 
0 
0 

2,580 

0 

0 

2,020 

0 

0 

£46,200 

0 

0 

By  Capital  Account — 

Amount  expended  as  per  Account 
„   Stores  on  hand — 

Coal,  Oil,  Waste,  &c 

„   Sundry  Debtors  for  Current  supplied 
„   Investments    on    Depreciation    Fund 

Account 
„   Cash  at  Bankers  and  on  hand 


£       s.   d. 
38,800     0     0 


100     0     0 
3,000     0     0 


1,000     0     0 
3,300     0     0 


£46,200     0     0 
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SYNOPSIS    OF    CHAPTER    XIII. 


BANKRUPTCY,    LIQUIDATION,    AND    RECEIVERSHIP 

ACCOUNTS. 

§  1. — The  Preparation  of  a  St.\7_  ient  of  Affairs  in  Bankruptcy. 

(a)  Unsecured  Creditors. 

(b)  Creditors  fuUy  secured. 

(c)  Creditors  partly  secured. 

(d)  Liabilities  on  Bills  Discounted  other  than  Debtor's  own  Acceptances  for  value 
(c)  Creditors  for  Rent,  &c.,  recoverable  by  distress,  and  Preferential  Creditors. 

(/)   Valuation  of  Assets. 
ig)  Book  Debts. 
{h)  The  Deficiency  Account, 
(i)   Bankruptcy  of  Firms. 

2. — The  Accounts  of  a  Trustee  in  Bankruptcy. 

3. — Deeds  of  Arrangement. 

4. — ^The  Preparation  of  a  Statement  of  Affairs  of  a  Company  in  Compulsory 
Liquidation. 

6. — The  Accounts  of  a  Liquidator  in  Compulsory  Liquidation. 

6.— The  Accounts  of  a  Liquidator  in  Voluntary  Liquidation. 

7. — Returns  to  Shareholders 

8. —The  Accounts  of  a  Receiver. 
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CHAPTER     XIII. 


BANKRUPTCY,    LIQUIDATION    AND    RECEIVERSHIP 

ACCOUNTS. 

^  1. — The  Preparation  of  a  Statement  of  Affairs  in  Bankruptcy. 

Within  three  days  of  the  Receiving  Order,  if  made  on  the  debtor's 
own  petition,  or  within  seven  days  if  made  on  a  creditor's  petition,  the 
debtor  must  lodge  with  the  Official  Receiver  his  Statement  of  Affairs. 
This  must  be  compiled  in  the  official  form,  and  be  accompanied  by  the 
following  schedules  of  particulars  : — 

A.  Unsecured  creditors. 

B.  Creditors  fully  secured. 
c.  Creditors  partly  secured. 

D.  LiabiUties   of   Debtor   on   bills   discounted   other   than   his   own 

acceptances  for  value. 

E.  Contingent  or  other  liabilities. 

F.  Creditors  for  rent,  &c.,  recoverable  by  distress. 

G.  Preferential  creditors  for  rates,  taxes  and  wages. 
H.  Property. 

I.    Debts  due  to  the  Estate. 

J.   Bills  of  Exchange,  Promissory  Notes,  &c.,  available  as  assets. 

K.  Deficiency  Account. 

In  the  illustration  that  follows,  a  pro  forma  example  of  the  front 
sheet  of  a  Statement  of  Affairs  and  the  Deficiency  Account  is  given. 
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The  method  of  preparing  this  Statement  of  Affairs  falls  very  much 
on  the  lines  of  the  preparation  of  a  Statement  of  Affairs  for  the  purpose 
of  placing  a  system  of  books  on  a  double  entry  basis.  Where,  however, 
the  books  have  been  kept  on  a  double  entry  system,  although  the  pre- 
paration of  the  statement  will  be  greatly  facilitated  thereby,  at  the  same 
time  many  points  will  require  to  be  dealt  with  which  would  not  arise 
in  the  preparation  of  a  Balance  Sheet  in  the  ordinary  manner.  The 
principal  of  these  are  as  follows  : — 


(a)   Unsecured  Creditors. 

A  schedule  of  these  Creditors  must  be  prepared  in  the  prescribed 
form,  containing  particulars  of  name,  address  and  occupation,  the  amount 
of  the  debt,  the  date  when  contracted,  and  the  consideration  given. 
All  creditors  who  do  not  come  under  the  other  schedules  must  be 
included  here,  particularly  the  Bills  Payable  on  which  the  Debtor  is 
liable  as  acceptor  for  value,  the  necessary  particulars  of  each  bill  being 
inserted ;  Bank  overdraft  unsecured  ;  balance  of  Creditors  for  wages, 
&c.,  which  exceed  the  limit  allowed  as  a  preferential  payment. 


(b)  Creditors  fully  secured. 

The  schedule  of  these  Creditors,  in  addition  to  containing  the  infor- 
mation necessary  in  respect  of  unsecured  Creditors,  must  also  contain 
particulars  of  the  security,  the  date  when  same  was  given,  the  estimated 
value  of  the  security,  and  the  estimated  surplus.  On  the  liability  side 
of  the  Statement  of  Affairs  these  Creditors  will  be  shown  in  short,  together 
with  the  security,  and  the  surplus  will  be  carried  to  the  asset  side. 


{c)  Creditors  partly  secured. 

Similar  particulars  must  be  afforded  in  the  schedule  of  these,  and 
the  balance  unsecured  shown.  In  the  Statement  of  Affairs  these  Creditors 
are  sho\vn  in  short  on  the  liability  side,  the  security  being  deducted,  and 
the  balance  unsecured,  ranking  against  the  estate,  extended. 

X 
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(d)  Liabilities    on    Bills    discounted    other   than    Debtor's    own    acceptances    for 
value. 

The  schedule  of  these  must  contain  particulars  of  the  acceptor's 
name,  address  and  occupation,  whether  the  Debtor  is  liable  as  drawer 
or  endorser,  the  date  when  the  bill  falls  due,  the  amount  of  the  bill 
(accommodation  bills  being  separated  from  other  bills),  the  name,  address 
and  occupation  of  the  holder  (if  known),  and  the  amount  expected  to 
rank  against  the  estate  for  dividend. 

Bills  Receivable  discounted  by  the  Debtor  with  his  Bank  or  other 
parties  will  be  included  here,  since  the  Debtor  will  be  liable  as  drawer  or 
endorser.  If,  however,  it  is  expected  that  the  acceptors  will  meet  these 
bills  in  due  course,  nothing  will  be  extended  to  rank  against  the  estate 
for  dividend. 

The  case  of  Accommodation  Bills  is  more  complicated,  especially 
where  there  have  been  cross-transactions  in  these  between  the  Debtor 
and  another  party.  Briefly  speaking,  it  may  be  said  that  the  whole  of 
these  Accommodation  Bills  must  be  inserted,  whether  the  Debtor  is  liable 
as  drawer,  acceptor  or  endorser.  Each  Accommodation  Bill  must  be 
examined,  to  ascertain  the  precise  nature  of  the  liability  attaching  to  it  as 
regards  the  estate.  If  the  estate  is  primarily  liable  on  the  bill,  the  amount 
must  be  extended  to  rank  in  full  for  dividend.  If  the  Debtor  is  only 
liable  as  drawer  or  endorser,  it  will  depend  on  the  financial  position  of 
those  primarily  liable  on  the  bill,  as  to  how  much  (if  any)  of  the  amount 
should  be  extended  to  rank  for  dividend.  If  the  party  primarily  liable 
dishonoiu's  the  bill  and  becomes  bankrupt,  the  holder  will  have  a  right 
of  proof  to  the  full  extent  of  the  bill  against  the  estates  of  both  parties, 
though  he  will  not  be  entitled  to  receive  dividends  exceeding  the  total 
face  value  of  the  bill,  together  with  interest  and  expenses. 

As  previously  remarked,  liabiHties  on  Bills  Payable  accepted  by  the 
Debtor  for  value  will  be  included  in  the  list  of  Unsecured  Creditors,  and 
not  in  this  schedule.  In  the  Statement  of  Affairs  the  gross  amount  of 
liabiUties  on  Bills  Discounted  other  than  the  Debtor's  own  acceptances 
for  value  is  shown  in  short,  and  only  the  amount  expected  to  rank  for 
dividend  extended. 
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(e)  Creditors  for  Rent,  &c.,  recoverable  by  distress,  and  Preferential  Creditors. 

The  schedules  of  these  items  must  contain  full  particulars,  and 
disclose  the  difference  between  the  gross  amounts  of  the  claims  and  the 
amounts  recoverable  by  distress,  or  payable  in  full  under  the  Preferential 
Payments  in  Bankruptcy  Acts.  The  amounts  not  so  recoverable  or 
payable  in  full  will  be  carried  to  the  list  of  Unsecured  Creditors.  In  the 
Statement  of  Affairs  the  amount  recoverable  or  payable  in  full  Avill  be 
shown  in  short  on  the  liability  side,  and  deducted  from  the  gross  assets 
on  the  asset  side. 


(f)  Valuation  of  Assets. 

All  assets  should  be  brought  into  the  Statement  of  Affairs  at  a  fair 
realisable  value.  Cash  in  hand  must  be  ascertained,  and  that  at  the 
bank  (if  any).  Stock  must  be  valued  with  particular  reference  to  the 
conditions  under  which  a  forced  realisation  might  have  to  be  made. 
Similar  considerations  apply  to  the  valuation  of  other  assets,  such  as 
freehold  and  leasehold  properties,  machinery  and  plant,  fixtures,  furni- 
ture, &c. 

A  full  description  of  every  kind  of  property  must  be  made  in  the 
specified  form,  together  with  the  statement  of  the  amount  it  is  expected 
to  produce. 


{g)  Book  Debts. 

A  schedule  of  debts  due  to  the  estate  must  be  prepared,  showing  the 
name,  address  and  occupation  of  the  debtor,  the  amount  of  the  debt» 
distinguishing  between  good,  doubtful  and  bad  ;  the  date  of  contraction, 
the  amount  each  debt  is  estimated  to  produce,  and  particulars  of  any 
securities  given  for  debts.  In  the  Statement  of  Affairs  the  amount  of 
the  good  debts  is  extended  into  the  outer  column  ;  the  doubtful  and  bad 
debts  are  shown  in  short  at  their  gross  figure,  and  the  amount  they  are 
estimated  to  produce  extended. 

\  2 
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(h)  The  Deficiency  Account. 

The  excess  of  liabilities  expected  to  rank  against  the  estate  over  the 
net  assets  available  to  meet  those  liabilities  is  termed  the  "  deficiency," 
or  in  the  event  of  the  assets  exceeding  the  liabilities  the  "  surplus."  A 
Deficiency  Accomit  is  prepared  in  order  to  disclose  how  the  deficiency  or 
surplus  has  arisen. 

On  reference  to  the  form  of  this  account  shown  in  the  subsequent 
example,  it  will  be  seen  that  the  account  starts  with  what  is  in  effect 
either  the  Capital  of  the  Debtor  at  a  given  date,  or  the  Deficiency  at 
that  date ;  the  date  in  question  being  either  one  year  prior  to  the  date 
of  the  Receiving  Order,  or  such  other  date  as  the  Official  Receiver 
may  fix. 

On  the  debit  side  of  the  Deficiency  Account  will  be  found  the  various 
items  which  go  to  make  up  the  total  amount  to  be  accounted  for.  These 
are  as  follows  : — 

(1)  Capital  at  commencement  of  period  under  review  (if  any). 

(2)  Profits  from  business  during  period  under  review  (if  any),  without 

charging  Interest  on  Capital  or  Partners'  Salaries. 

(3)  Any  other  income. 

(4)  Deficiency  as  per  Statement  of  Affairs  (if  any). 

The  total  of  these  will  be  accounted  for  on  the  credit  side  of  the 
Deficiency  Account  as  follows  : — 

(1)  Excess  of  Liabilities  over  Assets  at  commencement  of  period 

under  review  (if  any). 

(2)  Net  loss  (if  any)  from  carrying  on  business  during  the  period. 

(3)  Bad  Debts. 

(4)  Drawings. 

(5)  Other  losses  and  expenses. 

(6)  Surplus  (if  anv). 
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The  item  "  Other  Losses  and  Expenses  "  will  include  the  difference 
between  the  book  value  of  the  assets  appearing  in  the  Statement  of 
Affairs  and  the  amount  they  are  estimated  to  produce  ;  also  the  loss 
incurred  in  respect  of  all  liabilities  ranking  against  the  Estate  for  dividend 
for  which  no  consideration  has  been  received,  such  as  estimated  loss  on 
Bills  discounted  or  Accommodation  Bills.  These  various  losses  should 
be  shown  in  detail. 


(i)  Bankruptcy  of  Firms, 

Where  a  firm  goes  bankrupt,  the  Trustee  of  the  Joint  Estate  becomes 
also  the  Trustee  of  the  Separate  Estate  of  each  partner.  Distinct  accounts 
must  be  kept  of  the  Joint  and  Separate  Estates,  the  separate  Creditors 
being  first  paid  out  of  the  assets  of  the  Separate  Estates.  In  the  event 
of  there  being  any  surplus  on  any  of  the  Separate  Estates,  this  will  be 
caiTied  to  the  Joint  Estate,  but  the  joint  Creditors  cannot  receive  more 
than  the  full  amount  of  their  debts,  together  with  4  per  cent,  per  annum 
interest  from  the  date  of  the  Receiving  Order.  Any  surplus  on  the 
Joint  Estate  will  be  carried  to  the  Separate  Estates  of  the  partners, 
according  to  their  rights  as  between  themselves. 


ILLUSTRATION- 

A.  filed  his  petition  on  Slst  December,  1919,  and  his  Statement  of  Afifaire  was  composed 
of  the  following  figures  : — 

£  9.  d. 

Creditors  unsecured 75,000  0  0 

„        partly  securtd  by  lien  on  Shares  . .  40,000  0  0 

fully  secured  by  lien  on  Stock 100  0  0 

Li.iMl it y  on  Hills  Receivable  (estimated  to  rank  £3,500)  ..  7,000  0  0 

M  .rt«(iBe  on  Mill           10,000  0  0 

(realtors  payable  In  full          a.OOO  0  0 

Book  Debts.  rchmI          20,000  0  0 

doubtful  and  bad  (estimated  to  produce  £2.000)    . .  10.000  0  0 

<        • 1 5,  good sOOO  0  0 

ited  U.  realise  £40.000)  . .  ftO.OOO  0  0 

and  CM  Iniatcd  to  realise)  1«.000  0  0 

kers           200  0  0 


lAUKc 


.900     0     0 


ilueof n,00(>  0  0 

• -I ited  to  realise  £12,000!  16,000  0  o 

.1  to  rwillfe  £1,500)  S,000  0  0 

-Ho  reallM  £S,000)  :».«)0  0  0 


On  l»t  Januarj',  1914,  ho  had  a  Capital  of  £«0.000.     Proflto  wore  made  in  the  six  years 
of  1*20,600,  aft«r  allowing  intiTCst  on  Capital  £10,000.  and  withdrawals  amounted  \o  £63.600 

Prepare  the  Statement  of  Affairs  and  Deficiency  Account. 
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§  2. — The  Accounts  of  a  Trustee  in  Bankruptcy. 

Detailed  accounts  must  be  kept  by  the  Trustee  of  all  his  receipts 
and  payments  in  a  Cash  Book.  This  book  must  be  in  the  prescribed 
form,  and  contain  columns  for  every  class  of  receipt  and  payment.  The 
following  is  the  form  provided  : — 


I 

z 
o 

p 

< 

H 
CO 

D 

-J 
-J 


<^ 


'9!)U9ai^«  j  JLQXHO 
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At  the  expiration  of  six  months  from  the  date  of  the  Receiving 
Order,  and  every  succeeding  six  months  until  his  release,  the  Trustee 
must  send  to  the  Board  of  Trade  a  duplicate  copy  of  the  Cash  Book  for 
such  period,  together  with  the  necessary  vouchers  and  copies  of  the 
certificates  of  Audit  by  the  Committee  of  Inspection.  One  copy  of 
the  Cash  Book  so  required  will  be  in  the  form  shown  above,  the  other 
copy  is  simply  a  summarised  form  without  the  detail  columns. 

K  the  Trustee  carries  on  the  business  of  the  Debtor  he  must  keep 
a  Trading  Account,  recording  simply  the  cash  receipts  and  payments. 
This  account  must  be  kept  in  the  prescribed  form,  and  only  the  total 
of  the  receipts  and  payments  need  be  inserted  in  the  General  Cash  Book. 

At  the  date  of  declaring  the  first  and  each  subsequent  dividend, 
and  at  the  date  of  application  by  the  Trustee  for  release,  he  must  prepare 
a  summarised  statement  of  receipts  and  payments  in  the  prescribed 
form,  showing  the  position  of  the  estate  at  the  date  in  question.  This 
statement  must  be  sent  to  each  Creditor  who  has  proved,  and  to  the 
Debtor. 


§  3. — Deeds  of  Arrangement. 

Where  an  estate  is  not  going  into  Bankruptcy,  but  a  Trustee  is 
appointed  under  a  private  Deed  of  Arrangement,  it  is  usual  for  a  State- 
ment of  Affairs  to  be  presented  to  the  Creditors,  drawn  up  more  or  less 
on  the  lines  of  a  Statement  of  Affairs  in  Bankruptcy,  but  disclosing 
considerably  less  detail.     A  list  of  Creditors  is  also  usually  fiu'nished. 

The  Trustee  under  a  Deed  of  Arrangement  is  not  compelled  to  keep 
a  columnar  cash  book  similar  to  that  required  to  be  kept  by  a  Trustee 
in  Bankruptcy;  but  he  must  within  30  days  from  the  1st  January  in 
each  year  or  other  prescribed  time  transmit  to  the  Board  of  Trade  an 
account  of  his  receipts  and  payments  as  Trustee,  sufficient  indication 
being  given  of  each  receipt  and  payment  to  explain  its  nature. 

Where  trading  is  carried  on,  a  separate  Trading  Account  must  bo 
kept,  and  the  totals  entered  in  the  Cash  Account. 
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By  §  32  (2)  of  the  Bankruptcy  and  Deeds  of  Arrangement  Act,  1913, 
it  is  provided  that  every  Trustee  under  a  Deed  of  Arrangement  must 
send  every  six  months  from  the  registration  of  the  Deed  to  each 
Creditor  who  has  assented  to  the  Deed,  a  Statement  in  the  prescribed 
form  of  the  Trustee's  Accounts  and  of  the  proceedings  under  the  Deed 
to  the  date  of  the  Statement.  This  is  in  addition  to  the  Statement  of 
Accounts  sent  annually  to  the  Board  of  Trade  within  30  days  from  the 
1st  January  in  each  year,  or  (as  provided  by  the  Second  Schedule  to  the 
Bankruptcy  and  Deeds  of  Arrangement  Act,  1913),  at  such  times  as  may 
be  prescribed. 


ILLUSTRATION— 

The  following  are  the  forms  which  have  been  prescribed  in  connection  with  the  Accounts 
of  'I'rustees  under  Deeds  of  Arrangement. 

TRUSTEE'S  TRADING  ACCOUNT. 
Dr.  Receipts.  Payments.  Or. 


Date. 


Date. 


J.IST  OF  DIVIDENDS  OR  COMPOSITION 


Surname. 

Christian  Name.                Amount  of  Claim. 

Amount  of  Dividend  (or  Composition). 

Paid. 

Unpaid. 

j 

i 
i 
1                           i 

• '■ 

TRUSTEE'S  ACCOUNT 

OF  RECEIPTS  AND  PAYMENTS. 

RECEIPTS. 

PAYMENTS. 

Date. 

Of  wliom               Nature  of 
received.               lleceipts. 

A  mount. 

Date. 

To  whom 
paid. 

Nature  of 
Payments. 

Amount. 

i 

. 
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§4. — The  Preparation  of  a  Statement  of  Affairs  of  a  Company 
in  Compulsory  Liquidation. 

Within  14  days  from  the  date  of  the  Winding-up  Order  a  Statement 
of  Affairs  in  the  prescribed  form  must  be  submitted  by  the  Directors 
or  Secretary,  or  one  of  the  chief  officers  of  the  Company. 

The  form  of  this  statement  is  similar  to  that  of  the  Statement  of 
Affairs  in  Bankruptcy,  but  the  principal  point  of  difference  is  that  it 
is  divided  up  into  two  sections,  the  first  showing  the  position  as  regards 
Creditors,  and  the  second  as  regards  Contributories.  The  statement 
must  be  accompanied  by  the  following  schedules  : — 

A.  Unsecured  Creditors. 

B.  Creditors  fully  secured  (not  including  Debenture-holders), 
c.     Creditors  partly  secured. 

D.  Liabihties   of    Company   on   bills  discounted  other   than   their 

own  acceptances  for  value. 

E.  Other  Liabilities. 

F.  Preferential  Creditors  for  rates,  taxes,  salaries  and  wages. 

0.  List  of  Debenture-holders. 
H.    Property. 

1.  Debts  due  to  the  Company. 

J.     Bills  of   Exchange,  Promissory  Notes,  &c.,  on  hand  available 
as  assets. 

K.  Unpaid  calls. 

L.  List  of  Founders'  sliares. 

M.  Li*>t  of  Ordinary  shares. 

N.  List  of  Preference  shares. 

o.     (1)  Deficiency  account   where    winding-up   order   made   within 
three  years  of  formation  of  the  Company. 
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(2)  Deficiency    account    where    winding-up    order    made    more 
than  three  years  after  formation  of  the  Company. 

p.     In  substitution  of  such   of   the  lists  from  a.  to  o.  as  will  have 
to  be  returned  blank. 

The  prescribed  form  of  this  Statement  of  Affairs  and  Deficiency 
Account  is  given  in  the  following  Illustration.  In  addition  to  the  points 
already  dealt  with  under  the  Statement  of  Affairs  in  Bankruptcy,  the 
following  should  be  noted  : — 

The  Debenture-holders  are  not  treated  as  secured  Creditors,  but 
are  shown  in  short  on  the  liability  side,  and  deducted  from  the  gross  assets 
after  the  Preferential  Creditors. 

Unpaid  calls  are  treated  as  an  asset  at  the  amount  which  it  is  expected 
they  will  realise,  but  the  nominal  amount  of  unpaid  capital  liable  to  be 
called  up  is  not  shown  as  an  asset,  but  merely  as  a  note  at  the  foot  of  the 
Statement  of  Affairs.  The  deficiency  on  the  first  portion  of  the  state- 
ment as  regards  Creditors  is  carried  to  the  second  portion  relating  to 
Contributories.  To  it  is  added  the  amount  of  capital  paid  up,  and  the 
two  together  will  give  the  total  deficiency  required  to  be  accounted  for. 


ILLUSTRATION- 

From  the  following  particulars  prepare  Statement  of  Affairs  of  the  General  Trading 
Company,  Limited,  as  at  Slst  December,  1919,  the  date  of  the  Winding-Up  Order  : — 


Land  and  Premises  valued  at     . . 

Secured  Creditors  iiolding  First  Mortgage  on  Land  and  Premises  . . 

Partly  Secured  Creditors  holding  Second  Mortgage  on  Land  and  Premises 

Unsecured  Credit^jrs 

100  6  %  Mortgage  Debentures  of  £100  each,  interest  payable  30th  June  and  31st  December,  paid 

to  30th  June,  1919  . . 
Liabilities  on  Bills  discounted   .. 

Of  which  it  is  expected  will  rank 
Managing  Director's  Salary,  owing  for  Ave  months.. 

Weekly  Wages  unpaid 

Liability  under  Workmen's  Compensation  Act,  1906 
Debtors — Good 

,,  Doubtful,  estimated  to  produce  Bs.  8d.  in  the  £ 


Hills  Receivable — Good    . . 

Bank  Overdraft     . . 

Cash  in  Hand 

Stock  (cost  £15,000)  valued  at  . . 

Issued  Capital — 

100  Founders'  Shares  of  £1  each,  10s.  called  up. 
15,000  Ordinary  Shares  of  £1  each,  issued  as  fully  paid 

5,000  Preference  Shares  of  £1  each,  fully  called  up,  on  which  there  are  Calls  in  arrear  of  £150 
estimated  to  produce  £100. 


3.  d. 

11,210  0  0 

8,090  0  0 

4,510  0  0 

10,160  0  0 


1,400  0  0 
420  0  0 


100  (I  0 


40  0 
9,265  0 


1,750  0 

320  0 

20  0 

3  0 


2,940  0  0 
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Dr. 


(II.)    AS 


Capital  issued  ami  ai lolled,  viz.  : — 
100  Founders'  Siiares  of  £1  per 
Share  (        Shareholders). 
(a)  Issued  as  fully  paid. 
Amount  called  up  at  lOs.  per 
Share,  as  per  List  "  L  "     . . 
15,000  Ordinary  Shares  of  £1  per 
Share  (        Shareholders), 
(a)  Issued  as  fully  paid. 
Amount  called  up  at  £      per 
Share,  as  per  List  "  M  " 
5.000  Preference  Shares  of  £1  per 
Share  (        Shareholders). 
(a)  Issued  as  fully  paid. 
.Amount  called  up  at  £1  per 
Share,  as  per  List  "  N  " 
ib) 

Amount  (if  any)  paid  in  advance 
of  calls         


Ler$  unpaid  calls  estimated  to  be 
irrecoverable 


50 
15,000 


i  £20,050 
50 


Add  deficiency  to  meet  liabilities  as  above 


REGARDS 

£ 


s.   d.  I 


5,000     0     0 


20,000 
968 


CONTRTBUTORTES. 


£20,968     0     0 


Estimated  burplus  as  above  (if  any) 
subject  to  cost  of  Liquidation . . 


Total  deficiency  as  explained  in 
Statement  "  O  "      . . 


Cr. 


I    20,968     0     0 
!£20,968     0     0 


(a)  Where  capital  is  issued  as  partly  paid  up,  the  form  should  be  altered  accordingly. 
(6)  Add  particulars  of  any  other  capital. 


LIST    "0"    (1),    DEFICIENCY   ACCOUNT. 
( 1 )  Deficiency  Account  where  Winding-up  Order  made  within  three  years  of  formation  of  Company. 


I.  Gross  Profit  (if  any)  arising  from  carrying 
on  business  from  date  of  fonnation  of 
Company  to  date  of  Winding-up  Order 
(as  per  Trading  Account  annexed) 

II.    Receipts  (if  any)  during  same  period  from 
undermentioned  sources  : — 
Interest  on  Ixians 
Interes-'t  on  Deposits 
Transfer  Fees     . . 

Amount  paid  on  stiares  issued  and 
subsequently  forfeited  (as  per  list 
annexed) 

111.  Otiier  Receipts  (if  any)  during  same  period 
not  included  under  any  of  the  above 
headings 


IV. 


Part  I] 


Total  amount  to  be  accounted  for 


(2)  £ 


Expenditure  in  carrying  on  business  from 
date  of  formation  of  Company  to  date 
of  Winding-up  Order,  viz. : —  


Amount 

Dis- 
eharged 


II. 


III. 


General  Expenditure — 

Salaries 

Wages  not  charged 
in  Trading  Account 

Rent 

Rates  and  Taxes 

Law  Costs     . . 

Commission  . . 

Interest  on  Loans    . . 

Interest  on  Deber- 
tures 

Miscellaneous  Expen- 
diture (as  per  de- 
tails annexed) 

Directors'  Fees  from 
date  of  formation  of 
Company  to  date  of 
Winding-ui)  Order  . . 


£  I  s.  d. 


Itue  iit 

date  of 

Wjiidiiig- 

up  Order 

£  I  8.  d.l 


IV.   Dividends  declared         i       j  •  I 

during  same  period . .    '       !     ' 

V.   Losses  and   Depreciation   written  off  in 
Company's  books  (1) : — 

Bad  Debts        

Losses  on  Investments 
Depreciation  on  Proferty 
Preliminary  Expenses 
"VI.    Losses  and  Depreciation  not  written  off 
in   Com))any's   books  now   written   off 
by  the  Directors  (1) : — 
Bad  Debts 

Losses  on  Investments 
D<»rreciation  on  Property 
Preliminary  Expenses 
VII.   Other  Losses  and  Expenses 


XoTKS.— (1)  Where  particulars  are  numerous  they  should  be' Inserted 
in  a  separate  Schedule. 
(2)  These  figures  should  agree. 


Total  amount  accounted  for 


Signature 


(2)  £ 


Dated 10. 
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§  5. — The  Accounts  of  a  Liquidator  in  Compulsory  Liquidation. 

These  Accounts  are  similar  to  those  of  a  Trustee  in  Bankruptcy. 
The  Liquidator  must  keep  a  Cash  Book  in  the  prescribed  form,  containing 
columns  for  every  class  of  receipt  and  payment. 

The  following  is  the  form  provided  :  — 
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At  the  expiration  of  six  months  from  the  date  of  the  Winding-up 
Order,  and  every  succeeding  six  months  until  his  release,  the  Liquidator 
must  send  to  the  Board  of  Trade  a  duplicate  copy  of  the  Cash  Book  foi* 
such  period,  together  with  the  necessary  vouchers,  and  copies  of  the  Cer- 
tificate of  Audit  of  the  Committee  of  Inspection.  One  copy  of  the  Cash 
Book  so  required  will  be  in  the  form  shown  above,  the  other  copy  being 
simply  a  summarised  form  without  detailed  columns. 

If  the  Liquidator  carries  on  business  for  the  Company  he  must  keep 
a  Trading  Account,  recording  simply  the  Cash  Receipts  and  payments. 
This  Account  must  be  kept  in  the  prescribed  form,  and  the  weekly  totals 
of  receipts  and  payments  on  Trading  Account  must  be  incorporated  in 
the  Cash  Book. 

The  Liquidator  must  transmit  to  the  Board  of  Trade  with  his  accounts 
a  Summary  thereof  in  the  prescribed  form,  copies  of  which  are  sent  out  to 
Creditors  and  Contributories. 

At  the  date  of  application  by  the  Liquidator  for  release,  he  nmsl 
prepare  a  summarised  Statement  of  Receipts  and  Payments  in  the  pre- 
scribed form,  showing  the  position  of  the  Company  at  that  date. 

Under  §  224  of  the  Companies  (Consolidation)  Act,  1908,  if  the 
winding-up  has  not  been  completed  within  one  year,  the  Liquidator 
must  make  the  returns  to  the  Registrar  required  by  the  section  in  the 
prescribed  form. 


§  6.— The  Accounts  of  a  Liquidator  in  Voluntary  Liquidation. 

In  a  Voluntary  Liquidation  the  preparation  of  a  Statement  of  Affairs 
and  Deficiency  Account  is  not  compulsory,  and  the  Liquidator  is  only 
required  to  keep  an  account  of  his  receipts  and  payments. 

If  the  Liquidation  continues  for  more  than  one  year,  the  Liquidator 
must  summon  a  General  Meeting  of  the  Company  at  the  end  of  the  first 
year,  and  of  each  succeeding  year  from  the  commencement  of  the 
Winding-up,  or  as  soon  thereafter  as  may  be  convenient,  and  shall  lay 
before  the  Meeting  an  Account  of  his  receipts  and  payments. 
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When  the  Liquidation  is  finally  completed  a  General  Meeting  must 
be  summoned  by  the  Liquidator,  and  an  Account  laid  before  it  shomng 
the  way  in  which  the  property  of  the  Company  has  been  disposed  of. 

Returns  to  the  Registrar  under  §  224  of  the  Companies  (Consolidation) 
Act,  1908,  must  be  made  by  the  Liquidator  if  the  Winding-up  is  not 
completed  within  one  year. 

ILLUSTRATION— 

The  X.  Company,  Limited,  went  into  Voluntary  Liquidation  on  the  Slst  December. 
1019,  with  Unsecured  Creditors  £3,375,  Preferential  Creditors  £442,  and  6  per  Cent.  Debenture's 
£4,000,  secured  by  a  floating  charge  on  the  undertaking,  the  interest  on  which  was  paid  to  30th 
June,  1919. 

The  assets  realised  £7,255,  being  £4,200  from  sale  of  Stock,  £3,030  from  Book  Debts, 
and  £26  cash  in  hand  at  the  commencement  of  Liquidation.  The  Debentures  were  paid  off 
on  30th  June,  1920,  and  a  first  and  final  dividend  distributed  to  Creditors.  Cost  of  Liquidation 
amounted  to  £60  78.  Od. 

Prepare  the  Liquidator's  Final  Account  for  presentation  to  the  Shareholders,  his 
remuneration  being  at  the  rate  of  3  per  cent,  on  the  amount  realised,  and  2  per  cent,  on  the 
amount  distributed  to  Unsecured  Creditors. 


Dr. 


THE    X.    COMPANY,   LIMITED    (IN    LIQUIDATION). 
LIQUIDATOR'S    STATEMENT    OF   ACCOUNT. 


Or. 


To  Realisation  of  Aisett : — 

Cash 

Stock 

Book  DebtB    . . 


8.  d. 


7.255    0    0 


f7,t66    0    0 


By  Liquidation  Expenses 
„   Liquidator's  Remuneration : 
3  %  on  £7,255  realised.. 
2%  on  £2.250  distributed 

„  Preferential  Creditors 
„  Mortgage  Debenture- 

holders 
M  Interest  to   date  of     pay- 
ment        


Unsecured  Creditors — 
First  and  Final  Dividend 
of    13fl.  4d.   in  the  £> 
on  £3.375 


S 
00 


262  IS 

442     0 


4.240     0     0 


2,SM    0     0 
£7.255     0    0 


Note  to  lUuttraiion. 


The  final  portion  of  the  Liquidator's  Remuneration  will  bo  arrived  at  M  follows:— 

The  Cash  balance  to  bo  divided  between  the  Liquidator  and  the  Unsoctired  Creditors 
amounts  to  £2,295.  As  the  Liquidator  is  to  receive  2  per  cent,  of  the  amount  distributed, 
and  the  amount  to  be  distributed  to  the  CreditorB  will  be  ^'  X  100  -  £2,2fi0,  the  calculation 


for  his  remuneration  will  be 


2205 
102 


X  2  -  £46. 
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§7. — Return  to  Shareholders. 

In  the  event  of  some  shares  being  fully  paid  up  and  others  only  partly 
paid  up,  it  will  become  necessary  for  the  Liquidator  to  adjust  the  rights  of 
the  Contributories  between  themselves,  and  this  may  involve  the  making 
of  a  call  on  those  Shareholders  whose  shares  are  onty  partly  paid  up.  It 
is  essential  that  the  amounts  finally  contributed  bj^  Shareholders  in  any 
one  class  should  be  equal  as  between  themselves. 

In  the  event  of  a  surplus  remaining  after  all  costs  and  liabilities  have 
been  discharged,  such  surplus  must  be  distributed  between  the  Share- 
holders according  to  their  rights  under  the  Memorandum  and  Articles  of 
Association. 

Shares  which  have  preference  as  to  repayment  of  Capital  should  first 
be  paid  off,  and  if  there  remains  a  further  surplus  after  the  other  Share- 
holders have  received  the  nominal  amount  of  their  shares,  the  origin  of 
such  surplus  must  be  carefully  ascertained. 

Subject  to  the  Articles,  it  may  be  said  that  a  Capital  surplus  will  be 
distributed  among  all  the  Shareholders  yari  passu  according  to  the  nominal 
amount  of  their  shares,  irrespective  of  the  class  to  which  they  belong  ; 
whereas  a  Revenue  surplus  is  distributable  in  the  same  manner  as  profits. 


ILLUSTRATION- 

The  Capital  of  The  Motor  Company,  Limited  (in  Voluntary  Liquidation),  consists  of  :— 

2,000  Preference  Shares  of  £5  each,  fully  paid  up. 
8,000  Ordinary  Shares  of  £5  each,  fully  paid  up. 
6,000  Ordinary  Shares  of  £5  each,  £4  per  share  paid  up. 
2,000  Deferred  Shares  of  £5  each,  £4  per  share  paid  up 

Under  the  Articles  of  Association,  the  Preference  Shares  have  priority  as  to  repayment 
of  Capital  over  the  Ordinary  Shares,  and  the  Ordinary  Shares  priority  over  the  Deferred  Shares. 

The  Costs  of  Liquidation,  including  the  Liquidator's  Remuneration,  amounted  to  £700, 
and  the  Creditors  to  £8,900. 
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The  assets  realised  £18,700.  The  CaU  made  by  the  Liquidator  on  the  Deferred  Share- 
holders for  the  adjustment  of  the  rights  of  Shareholders  inter  se  was  fully  paid.  A  Call  of 
15s.  per  share  was  made  on  the  partly  paid  Ordinary  Shareholders,  which  was  duly  paid,  with 
the  exception  of  that  on  200  Shares,  which  was  irrecoverable. 

Prepare  the  Liquidator's  Final  Statement  of  Account. 


Dr. 


THE    MOTOR    COMPANY,    LIMITED    (IN    LIQUIDATION). 
LIQUIDATOR'S    FINAL   STATEMENT    OF   ACCOUNT. 


CY. 


ro  Realisation  of  Assets     . . 

£       ^.    (1. 

£        8.    d. 
18,700     0     0 

By  Costs  of  Liquidation 

£ 

8     d. 

£      8.   d. 
700     0     0 

.,  Proceeds  of  Call  of  £1  per 
Share  on  2,000  Deferred 
Shares  of  £5  each 

i 
2,000     0     0 

„  Creditors  paid  in  full 

„  Return  to  Shareholders— 

8,000     0     0 

,  Call  of  159.  per  Share  on 
6.000    Ordinary    Shares 
of  £5  each 

/>M  Call  unpaid  on  200 
Shares 

4,500     0     0 
150     0     0 

1 

j 

4,3.->0     0     0 

£5  per  Share  on  2,000  Pre- 
ference   Shares    of    £5 
each,    being   return    in 
full         

10s.    per   share   on    8,000 

10,000 

0     0 
0     0 

each,    leaving    £4     lOs. 

per  Share  paid..                 4.000 

1 

5s.    per    Share   on    5,800 
Ordinary  Shares  of  £5 
each,    leaving    £4    lOs. 
per  Share  paid.. 

1.4  .so 

0     0 

15.450     0     0 
£S5.050     0     0 

£25.050     0     0 

Sotes  to  Illustration. 

The  200  Shares  in  respect  of  which  the  Call  is  irrecoverable  will  be  forfcite*!,  and  ecu- 
secpiently  they  will  not  participate  in  the  final  distribution. 

The  Call  from  the  holders  of  the  partly  paid  Ordinary  Shares  makes  the  partly  paid  shares 
£4  15s.  Od.  paid,  and  the  proceeds  must  be  first  applied  in  payment  of  5s.  per  share  to  holders 
of  fully  paid  Ordinary  Shares,  which  makes  all  the  Ordinary  Shares  £4  158.  Od.  paid.  The 
balance  of  Cash  remaining  £3,450  is  then  divided  up  amongst  all  the  Ordinary  Shares  entitled 
to  participate  and  provides  a  further  5s.  per  share  for  each  of  the  13,800  shares.  The  fully  paid 
Shares  thus  get  lOs.  per  Share,  and  the  partly  paid  shares  5s.  per  share. 


§  8.— The  Accounts  of  a  Receiver. 

The  Accounts  of  a  Receiver  take  the  form  of  a  recoixi  of  his  receipts 
and  payments,  supported  by  vouchers,  and  made  out  in  the  prescribed 
mamier.  The  accounts  must  bo  verified  by  affidavit,  and  will  be  passed 
pericxlically  as  directed  by  the  Order  appointing  the  Receiver.  Separate 
accounts  must  be  kept  of  Real  Estate  and  Personal  Estate,  the  forms  of 
wJiich  are  as  follows  : — 

V  2 
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ILLUSTRATION  - 


FORM    OF    RECEIVER'S    ACCOUNTS. 
REAL    ESTATE    RECEIPTS. 


No.  of 
Item. 


Dftte 

whan 

received. 


Tenant's 
Name. 


Description 
Premises. 


Annual 
Rent. 

Arrears 
due  at 

Amount 
due  at 

Amount 
received. 

Arrears 

remaining 

due. 

Observations. 


PAYMENTS  AND  ALLOWANCES  ON  ACCOUNT  OF  REAL  ESTATE. 


No.  of 
Item. 


Date  of  Payment  or 
Allowance. 


Names  of  Persons 

to  whom 

paid  or  allowed. 


For  what  purpose  paid  or  allowed. 


Amoant. 


PERSONAL    ESTATE. 
£eceipt«  on  Account  of  Personal  Estate.  Payments  and  Allowances  on  Account  of  Personal  Estate. 


No.  of 
Item. 

Date  when 
received. 

Names  of 
Persons  from 
whom  received. 

On  what 
account 
received. 

Amount 
received. 

No.  of 
Item. 

Date  when 
paid  or 
allowed. 

Names  of  Per- 
sons to  whom 
paid  or  allowed. 

For  what 
purpose  paid 
or  allowed. 

Amount 
paid  or 
allowed. 

£ 

s. 

d. 

k     s. 

1 

■ 

d. 

8UMMABY. 

Amount  of  balance  due  from  receiver  on  account  of  real  estate  on  last  account 
Amount  of  receipts  on  the  above  account  of  real  estate       


Balance  of  last  account  paid  into  Court  

Amount  of  payments  and  allowances  on  the  above  account  of  real  estate 
.\raount  of  receiver's  costs  of  passing  this  account  as  to  real  estate 


£  s.  d. 


£  s.  d.  ,   £  s.  d. 


Balance  due  from  the  receiver  on  account  of  real  estate 


..  £ 


.\  mount  of  balance  due  from  receiver  on  last  account  of  personal  estate 
Amount  of  receipts  on  the  above  acctjunt  of  personal  estate . . 


Balance  of  last  account  paid  into  Court  

Amount  of  payments  and  allowances  on  the  above  account  of  personal  estate 
Amount  of  receiver's,  costs  of  passing  this  account  as  to  personal  estate    . . 


£  s.  d. 


Balance  due  from  the  rocciver  on  account  of  personal  estate 
[Rules  of  the  Supreme  Court,  Appendix  L,  form  14.] 
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SYNOPSIS    OF    CHAPTER    XIV. 


MISCELLANEOUS      ACCOUNTS. 

§  1. — HiRE-PuBCiiASE  Agreements,  and  Agreements  to  Pay  by  Instalments. 

(a)  H Ire-Purchase  Agreements. 

(6)  Agreements  to  pay  by  Instalments. 

2. — Mine  Rents  and  Royalties. 

(a)  Where  the  Minimum  Rent  exceeds  the  Royalty  Rent. 
(6)  Where  the  Royalty  Rent  exceeds  the  Minimum  Rent. 

3. — Fire  Claims  for  Stock. 

4.— Claims  for  Compensation. 

6. — Treatment  of  Life  Policy  taken  over  in  satisfaction  of  Debt  due. 

6. — Treatment  of  Loose  Plant  and  Tools  on  Re-valuation. 

7. — Voyage  Accounts. 

8. — Marine  Insurance  Accounts. 

9. — Ledger  Accounts  for  Investments. 

10. — Tabular  Ledgers. 

(o)  Purchase  Day  Book  and  Ledger  combined. 
{b)  Rental  Ledger. 

(c)  Electric  Light,  Gas,  or  Water  Rental  Ledger. 
{(l)  Hotel  Visitors*  Ledger. 

(e)  Plant  Ledger. 

H. — Loose-leaf  and  Card  Ledgers. 

12. — Stock  Exchange  Transactions. 

13. — Outstanding  Costs  in  the  Business  op  a  Professional  Man. 

14. — Assurance  Companies*  Accounts. 

15.— Accounts  of  Charitable  Institutions. 
(a)  Specified  Formn  of  Acoounts. 
(6)  Columnar  Cash  Book, 
(e)  Subscription  Reg^ter. 

(d)  Purchase  Journal. 

16.— Treatment  op  Share  Profits. 
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CHAPTER    XIV. 


MISCELLANEOUS     ACCOUNTS. 

§  L—  Hire-Purchase  Agreements,   and    Agreements   to    pay  by 
Instalments. 

There  is  a  distinct  difference  between  Hire-Purchase  Agreements 
and  Agreements  to  pay  by  Instalments.  In  the  former  case  the  legal 
property  in  the  goods  does  not  pass  until  the  final  instalment  has  been 
paid,  and  if  default  in  the  payment  of  any  instalment  is  made,  the  person 
supplying  the  goods  can  only  demand  the  return  of  such  goods.  In  the 
latter  case,  however,  the  legal  property  in  the  goods  passes  immediately 
on  deUvery  thereof,  and  in  the  event  of  default  in  payment  of  any  of 
the  instalments  an  action  can  be  brought  by  the  vendor  for  the  payment 
of  same. 

(a)  Hire-Purchase  Agreements. 

The  entries  in  the  books  will  be  as  follows  : — 

(1)  Buyer's  Books, — It  is  usual  to  make  no  entry  in  respect  of  the 
hire-purchase  until  the  first  payment  becomes  due,  when  a 
journal  entry  should  be  passed  through  the  books  crediting 
the  Vendor  with  the  full  amount  of  the  payment,  and  debiting 
an  Interest  or  Hire  Account  with  the  proportion  thereof,  which, 
on  the  assumption  that  the  agreement  will  be  eventually  com- 
pleted, represents  the  cost  of  hiring  the  goods  during  the  period 
covered  by  the  payment.  The  difference  between  the  total 
of  each  payment  and  the  amount  thereof  debited  to  Interest 
Account  will  represent  the  proportion  of  the  asset  actually 
purchased  in  respect  of  that  payment,  presuming,  as  in  the 
case  of  interest,  that  the  agreement  will  be  ultimately  fulfilled. 
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The    apportionment   of   each   instalment   as   between   interest 
and  capital  will  be  calculated  as  follows  : — 

The  buyer  should  ascertain  what  it  would  cost  to  purchase 
the  article  for  cash  ;  this  figure  will  represent  the  present  cash 
value,  and  will  form  the  basis  for  the  calculation  of  interest. 
He  will  also  ascertain  the  rate  of  interest  which  is  being  charged 
by  the  seller  in  respect  of  the  hire.  As  regards  the  first  instal- 
ment, interest  at  the  ascertained  rate  will  be  calculated  on 
the  ascertained  present  value  of  the  article  for  the  period  of 
the  rest.  The  figure  thus  arrived  at  will  represent  the  revenue 
charge,  and  the  balance  of  the  instalment  will  be  treated  as 
capital.  In  the  case  of  the  second  instalment,  interest  at  the 
fixed  rate  will  be  calculated  on  the  cash  value  of  the  article, 
less  the  proportion  of  the  first  instalment  which  was  treated 
as  capital.  All  further  instalments  will  be  treated  in  the  same 
method.  After  the  last  instalment  has  been  paid,  the  balance 
on  the  Asset  Account  will  be  found  to  equal  the  original  cash 
value,  if  depreciation  has  not  been  provided  for  ;  but  as  this 
figure  will  be  in  excess  of  the  true  value  of  the  asset  at  that 
date,  provision  for  depreciation  should  have  been  made  during 
the  term  of  the  agreement,  the  calculation  being  based  on  the 
cash  value,  and  not  on  the  amounts  paid. 

ILLUSTRATION- 

A  Colliery  Company  hires  Wagons  on  the  Hire-Purchase  system  over  a  term  of  two  years, 
starting  on  1st  January,  1918.  The  instalments  of  £400  each  are  payable  half-yearly.  The 
present  cash  value  of  the  Wagons  is  £l,4vS7,  and  the  Wagon  Company  charge  interest  at  the 
rate  of  6  per  cent,  per  annum,  working  on  half-yearly  rests. 

Make  the  necessary  Journal  entries  to  record  these  transactions  in  the  books  of  the 
Colliery  Company,  distinguishing  between  Capital  and   Revenue. 


1018.    I 
Jane  80        Sundries :—  i*'^ 

To  Wagon  Ck).  .  ■ 
Wagon  Account 
Waoon  Hire  Aooount  (o  %  lor  o  numum  on  i,!.*-*-'.. 


1018.  ,, 

Dec.  81         Sundries:—  '>'' 

To  Wagon  Co 

Wagon  Acconnl        ••.••..«••-.•• 

Wagon  Hir<>  Arri.iuit  tfl  "^  for  6  mrintlin  on  £1.131  lu.  2d.).. 


£     *. 

d. 

t 

t. 

4. 

3.'>.'i     7 

44  i: 

10 

400 

0 

0 

1        h. 

d. 

£ 

R. 

d. 

:i66    1 

■A.\    IH 

1 
11 

.00 

0 

0 
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1919.  il      8.   d.  £      s.   d. 

Jane  80        Sundries :—  Dr. 

To  Wagon  Co 400     0     0 

Wagon  Account        . .  . .  . .  . .  377     0     8 

I      Wmgon  Hire  Account  (6  %  for  6  months  on  £765  lis.  Id.) 22  19    4 


1919.  £     8.  d.  £     8.  d. 

Dec  81         Sundries: —  Dr. 

To  Wagon  Co I       400     0     0 

Wagon  Account        388  10     5 

Wagon  Hire  Account  (6  %  for  6  months  on  £388  10a.  5d.) 11    9    7 


(2)  Seller's  Books. — The  seller  should  keep  a  special  Sales  Day  Book 
for  all  sales  under  Hire-Purchase  Agreements,  and  he  should 
enter  therem  full  particulars  of  the  terms.  The  amount  extended 
in  this  book  should  be  the  present  cash  value,  which  should 
be  debited  to  the  buyer  and  credited  to  Sales  Account.  As 
each  instalment  falls  due,  an  entry  should  be  passed  through 
a  special  Interest  Journal,  debiting  the  particular  customer 
concerned  with  the  interest  upon  the  balance  of  the  account. 
The  total  of  this  special  Journal  will  be  posted  periodically  to 
the  credit  of  Interest  Account.  It  will  be  seen  that  by  this 
method  the  seller  takes  credit  through  the  Sales  Account  for 
profit  equal  to  that  which  he  would  have  made  had  he  sold 
the  articles  in  question  for  cash,  and  as  regards  the  interest 
he  takes  credit  for  a  proportionate  amount  as  each  instalment 
becomes  due. 

As  there  is  no  legal  conveyance  of  the  goods  to  the  buyer 
under  the  agreement,  the  seller  may  be  forced  to  receive  back 
the  goods  in  lieu  of  the  balance  of  the  account  at  any  time, 
and  consequently  it  is  necessary  for  him  to  make  a  reserve 
against- possible  loss  in  this  direction. 

ILLUSTRATION- 

P.  White  enters  into  a  Hire-Purchase  Agreement  with  Messrs.  A.,  B.  and  Co.,  extending 
over  a  period  of  two  years. 

P.  White  agrees  to  pay  half-yearly  instalments  of  £20  each.     The  present  cash  value 
of  the  goods  is  £74  7s.  Od.,  and  the  interest  charged  is  at  the  rate  of  6  per  cent,  per  annum. 

Show  P.  White's  Account  in  the  books  of  Messrs.  A.,  B.  and  Co. 
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Or. 


191S. 
Jan.     1 
June  30 

To  Sales  Account 

„    Interest           

To  Balance            

„   Interest           

To  Balance            

„    Interest 

To  Balance            

„   Interest           

£    s. 

74     7 

2     4 

d. 
0 
7 

1918. 
'     June  80 

Dec.  31 

1919. 
June  30 

Dec.  31 
i 

By  Casli         

„    Balance 

By  Casli         

„    Balance 

By  Cash         

„    Balance 

By  Cash         

1 

£    s..   d. 
20     0     0 
56   11     7 

£76  11 

£      8. 

56  11 

1   13 

7 

d. 

7 
10 

£76  11     7 

July     1 
Dec.  31 

£     8.    d. 

20     0     0 
38     5     5 

£58     5 

5 

£58     5     6 

1919. 
Jan.     1 
June  30 

£      8. 

38     5 
1     2 

d. 

5 

11 

£     9.    d. 
20     0     0 
19     8     4 

£39     8 

4 

£39     8     4 

July     1 
Dec.  31 

£      8. 

19     8 

11 

d. 

4 
8 

£    s.   d. 
20     0     0 

£20     0 

0 

£20    0    0 

*- 

(b)  Agreements  to  pay  by  Instalments. 

As  the  legal  property  in  the  goods  passes  by  mere  delivery,  the  seller 
becomes  the  creditor  of  the  buyer. 

(1)  Buyer'' s  Books. — As  soon  as  the  agreement  to  purchase  goods 
on  the  instalment  principle  has  been  entered  into,  the  buyer 
should  pass  an  entry  through  his  journal,  crediting  the  Vendor 
with  the  total  of  all  the  instalments  which  will  have  to  be  paid, 
debiting  the  Asset  Account  with  the  present  cash  value  thereof, 
and  an  Interest  Suspense  Account  with  the  difference  between 
the  present  value  of  the  asset  and  the  total  amount  of  the 
instalments. 

As  each  instalment  becomes  due,  an  amount  should  be 
written  off  the  Interest  Suspense  Account  representing  the 
proportion  of  interest  on  the  instalment,  and  debited  to  Profit 
and  Loss.  When  the  instalment  is  paid,  Cash  will  be  credited, 
and  the  Vendor's  Account  debited. 

Depreciation  should  be  taken  into  account  year  by  year, 
so  that  when  the  la«t  instalment  has  been  paid  the  balance 
of  the  Asset  Account  will  stand  in  the  books  at  the  actual  value 
as  at  that  date. 
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ILLUSTRATION- 

X.  purchases  on  the  1st  January,  1918,  some  goods,  arranging  to  pay  for  the  same  over 
a  period  of  two  years  by  half-yearly  instalments  of  £120.  The  Company  supplying  the  goods 
charge  interest  at  the  rate  of  6  per  cent,  per  annum,  and  the  present  cash  value  of  the  goods 
is  £446  28.  Od. 

Show  Interest  Suspense  Account  in  the  books  of  X. 


Dr,  INTEREST    SUSPENSE    ACCOUNT. 


Cr. 


1918. 
Jan.     1    I     To  Sundries 


July     1        To  Balance 


1919. 
Jan.     1        To  Balance 


July     1        To  Balance 


''     £ 
33 

s. 
18 

d.  l' 
0 

£33 

18 

»  i 

£ 
20 

s. 
10 

d.  i 

i 

£20 

10 

*  i 

£ 
10 

8. 
6 

d. 

8 

|_£10^ 

6 

8 

£ 
3 

s. 
8 

d. 
10 

!1 

.  _^3 

.8 

10  i 

1918. 
June  30 


Dec.  31 


1919. 
June  30 


By  P.  &  L.  Account— 6%  on     I 
£446     2     0     i 


Balance 


By  P.  &  L.  Account— 6%  on 
£339     9     8 


Balance 


By  P.  &  L.  Account— 6%  on 
£229  13     4 


Balance 


By  P.  &  L.  Account — 6%  on 
£116  11     2 


£    8.    d. 


I  13     7     8 

]         20  10     4 


£33 

18  0 

£ 

8.  d. 

10 
10 

3  8 
6  8 

£20 

10  4 

£ 

s.  d. 

6 
3 

17  10 
8  10 

£10 

6  8 

£ 

8.  d. 

3 

8  10 

=4L 

8  10 

£      B.    d. 
The  Total  amount  of  the  Instalments  comes  to     . .  . .  . .       480     0     0 

From  which  must  be  deducted  the  present  cash  value  of  the  goods     446     2     0 


Leaving  the  total  charge  for  Interest 


£33  18     0 


(2)  Seller's  Books. — As  soon  as  the  agreement  has  been  entered 
into,  the  seller  will  make  a  journal  entry  in  his  books,  debiting 
the  buyer  with  the  full  amount  of  all  the  instalments  which 
will  have  to  be  paid,  and  crediting  Sales  Account  with  the  present 
cash  value,  and  Interest  Suspense  Account  with  the  total  amount 
of  interest  chargeable,  being  the  difference  between  the  total 
amount  payable  by  the  buyer  and  the  present  cash  value.  As 
each  instalment  becomes  due,  a  proportionate  amount  of  the 


§§    1-2.]  MISCELLANEOUS   ACCOUNTS.  347 

interest  will  be  wTitten  ofiF  to  the  credit  of  Profit  and  Loss  Account, 
and  as  the  various  instalments  are  paid,  Cash  \vill  be  debited 
and  the  Buyer's  Account  credited. 

By  this  method  the  seller  will  take  credit  through  the 
Sales  Account  for  profit  equal  to  that  which  he  would  have 
made  had  he  sold  the  article  in  question  for  cash,  and  as  regards 
the  interest  he  takes  credit  for  a  proportionate  amount  as  each 
instalment  becomes  due.  The  balance  of  the  Buyer's  Account 
at  any  time  will  show  the  balance  still  paj^able  under  the 
agreement. 

It  will  be  necessary  to  make  ample  reserves  in  lieu  of 
possible  bad  debts  on  these  transactions,  and  unless  the  seller 
is  in  possession  of  sufficient  working  capital  it  may  be  inadvisable 
to  take  credit  for  the  whole  profit  on  the  sale  in  the  Profit  and 
Loss  Account  of  the  year  in  which  the  sale  was  effected.  Any 
proportion  of  the  profit  thus  carried  forward  should  be  credited 
to  a  Special  Suspense  Account. 


§  2.— Mine  Rents  and  Royalties. 

The  rent  of  a  mine  is  rarely  fixed  in  amount,  but  is  generally  in  the 
nature  of  a  Royalty  based  on  the  output.  In  such  cases  there  is  usually 
a  clause  in  the  lease  fixing  a  Minimum  or  Dead  Rent,  which  must  be  paid 
whatever  the  output  may  be.  This  Minimum  Rent  merges  into  a  Royalty 
Rent,  so  that  the  actual  rent  paid  is  either  the  Minimum  or  Royalty 
Rent,  whichever  is  the  greater.  Another  clause  frequently  found  in  mine 
leases  is  that  dealing  with  Short  Workings,  which  provides  that  where 
the  Royalty  Rent  based  on  the  output  is  less  than  the  Minimum  Rent, 
such  difference  may  be  recouped  subsequently  when  the  Roj^alty  Rent 
exceeds  the  Minimum  Rent.  A  fixed  limit  of  time  is  given  within  which 
to  recoup  these  Short  Workings,  or,  as  they  are  sometimes  called,  Redeem- 
able Dead  Rents.  It  should  be  remembered  that  the  Landlord  will  not 
in  any  period  receive  in  cash  an  amount  less  than  the  Minimum  Rent 
for  that  period. 
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The  entries  in  the  Mine  Books  will  be  as  follows  :  — 

(a)  Where  the  Minimum  Rent  for  any  particular  period  exceeds  the  Royalty  Rent. 

(1)  Debit  Minimum  Rent  Account  and  credit  the  Landlord's  Account. 

(2)  Ascertain  what  the  Royalty  Rent  amounts  to,  and  debit  the 
Royalties  Account  and  credit  Minimum  Rent  Account  with 
the  same.  The  Royalties  Account  will  be  written  off  to  Profit 
and  Loss. 

(3)  The  balance  of  the  Minimum  Rent  Account  will  represent  the 
amount  by  which  the  Dead  Rent  exceeds  the  Royalty  Rent,  and 
will  be  transferred  to  Short  Workings  Account,  and  recouped 
subsequently  where  possible. 

(b)  Where  the  Royalty  Rent  exceeds  the  Minimum  Rent. 

In  this  case  the  Minimum  Rent  Account  can  be  dispensed  with 
altogether,  and  the  entries  will  be  as  follows  : — 

(1)  Debit  the  Royalties  Account  and  credit  Landlord's  Account. 

(2)  Credit  Royalties  Account  and  debit  Profit  and  Loss  Account. 

(3)  The  Landlord's  Account  will  be  closed  by  the  payment  of  cash, 
and  the  adjustment  of  short  Workings,  recoverable  (if  any). 

Where  it  is  impossible  to  recoup  Short  Workings  within  the  specified 
period,  the  balance  of  this  account  can  no  longer  be  treated  as  an  asset 
on  the  Balance  Sheet,  but  must  be  written  off  to  Profit  and  Loss  Account. 
In  practice  the  balance  of  the  Short  Workings  Account,  although  treated 
as  an  asset  in  the  Balance  Sheet,  is  generally  reserved  for  to  the  full 
amount.  The  terms  Tentail  or  Acreage  Rents  are  sometimes  used  in 
place  of  the  term  Royalty  Rent. 

ILLUSTRATION- 

A  Colliery  Company  are  lessees  of  a  mine  at  a  Dead  Rent  of  £2,000  per  anntim,  merging 
into  a  Royalty  of  eightpence  per  ton.  Dead  Rent  paid  in  excess  of  actual  Royalties  is 
recoverable  thereout  during  the  next  five  years  succeeding  the  year  in  respect  of  wiiich  such 
excess  was  paid.  The  first  year  in  respect  of  which  the  Dead  Rent  was  payable  expired  on 
31st  December,  1913.     The  excess  paid  in  respect  of  the  first  year  was  £2,000;    of  the  second 
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year  £1,450  ;  and  of  the  third  year  £350.  In  the  fourth  year  the  actual  Royalties  amounted 
to  £2,750  ;  in  the  fifth  year  to  £3,250  ;  in  the  sixth  year  to  £3,600  ;  and  in  the  seventh  year 
(in  consequence  of  a  strike)  to  £1,850  only.  Show  Ledger  Accounts  recording  these  trans- 
actions in  the  books  of  the  Colliery,  carrying  forward  each  year  as  an  asset  the  excees  of 
Dead  Rents  paid  recoverable  in  subsequent  years. 


Dr. 


DEAD    RENT    ACCOUNT. 


Cr. 


I9i:i. 
Dec.  31 


1014. 
Dec.  31 


1910. 
Dec.  31 


Dr. 


1014. 
Dec.  31 


1915. 
Dec.  31 


1016. 
Dec.  31 


1017. 
Dee.  31 


1018. 
Dec.  31 


1010. 
Dec.  SI 


To  Landlord 


To  Landlord 


1915.    I 
Dec.  31  1      To  Landlord 


To  Landlord 


To  Dead  Rent 
To  Dead  Rent 
To  Landlord 
To  Landlord 
To  Landlord 
To  Dead  Rent 


£         8. 
2,000-  0 

d. 
0 

1        1913. 
'    Dec.  81 

1014. 
Dec.  81 

1915. 
i     Dec.  31 

1010. 
Dec.  31 

By  Short  Workings 

£         8. 

2,000     0 

d. 

• 

By  Royalties 
„    Short  Workings 

£2,000     0 

0 

£         8. 
2,000     0 

d. 
0 

By  Royalties 
„    Short  Workings 

£2,000  0 

0 

£         8. 
2,000     0 

d. 
0 

By  Royalties 
„    Short  Working- 

£2,000     0 

_o^ 

ROYALTIES    ACCOUNT. 


£ 
550 

s.  d. 
0     0 

£ 
1,650 

8.  d. 
0    0 

£ 
2,750 

8.    d. 
0     0 

£ 
3,250 

8.  d. 
0     0 

£ 

8.    d. 

0     n 

1,S50 

s.    .1. 
0     0 

1914. 
Dec.  31 


1916. 
Dec.  31 


1916. 
Dec.  31 


1017. 
Dec.  81 


191A. 
Dec.  31 


1010. 
Deo.  SI 


By  P.  &  I. 

By  P.  *  1. 

By  P.  &  J. 

By  P.  A  1. 

By  P.  A  1. 

By  P.  d  \. 


£ 
2,000 

8.   d. 
0     0 

£ 

5a0 
1.450 

8.  d. 

0     0 
0     0 

£2,000 

0     0 

£      8.  d. 

1.050     0     0 

350     0     0 


£2,000 

0     0 

£ 

1,850 

150 

8.    d. 
0     0 
0     0 

.      £2,000 

0     0 

Cr. 

.).)() 

.1. 

11      0 

£ 
1,650 

8.  d. 
0     0 

£ 
2,750 

8.     d. 

0     u 

£ 
3,250 

8.  d. 

0     0 

£      8.  d. 
3.600     0     0 


£       8.   d. 

1,850     0     0 


Dr. 


PHOHT    WORKINGS    ACCOUNT. 


Or. 


1013. 
Dec.  81 

1914. 
Dec.  31 

1015. 
Dec.  31 

1910. 
Dec.  31 


To 


Rent 


£       8.  d. 
2,000     0     0     I 

1,450     0     0 


1916. 
Dec.  31 
1917. 
Deo.  31 
,        1018. 
s'lO    0    0    'I    Dec.  31 
1910. 
l.'>0    0    0          Dec.  81 


By  Landlord 


Balance 


£  8.  d. 

750  0  0 

1,250  0  0 

1.600  0  0 

350  0  0 


1920. 
Jan.     1         To  Balance 


£3.950     0     0 

I  £     a.  d. 

360     0     0 


£8,960     0     0 
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Cr. 

191:^. 
Dec.  31 

To  Cash      

To  Cash 

To  Cash 

To  Cash 

„   Short  Workings 

To  Cash 

„    Short  Workmgs 

To  Cash 

„    Short  Workings 

To  Cash 

£ 
2,000 

s. 
0 

d. 
0 

19J3. 
Dec.  31 

1914. 
Dec.  31 

191.-. 
Dec.  31 

1916. 
Dec.  31 

1917. 
Dec.  31 

1918. 
Dec.  31 

1919. 
Dec.  31 

By  Dead  Rent  Account 
By  Dead  Kent  Account  . 
By  Dead  Rent  Account 
By  Royalties  Account 

By  Royalties  Account 

By  Royalties  Account 

By  Dead  Rent      . . 

£ 
.      '        2,000 

s.     .1. 

0     0 

191-1. 
Dec.  31 

£ 
2,000 

s. 
0 

d. 
0 

£ 
.      1        2,000 

s.    d. 
0     0 

1915. 
Dec.  31 

£ 
2,000 

s. 
0 

d. 
0 

£ 
2,000 

s.  d. 
0     0 

1916. 
Dec.  31 

£ 

2,000 

750 

8. 

0 
0 

d. 
0 
0 

£ 
2,750 

s.    d. 
0     0 

£2,750 

0 

0 

£2,750 

0     0 

1917. 
Dec.  SI 

£ 
2,000 
1,250 

s. 
0 
0 

d. 
0 
0 

£ 
3,250 

s.    d. 
0     0 

£3,250 

0 

0 

£3,250 

0     0 

1Q18. 
Dee.  31 

£ 
2,000 
1,600 

8. 

0 
0 

d. 

£ 
3,600 

8.     d. 

0     0 

£3,600 

0 

_o_| 

,      £8,600 

0     0 

1910. 
Dec.  31 

£ 
2,000 

s. 
0 

d.    1 

0     1 

£ 
.      1        2,000 

s.    d. 
0     0 

^■^ 

..._   _. 

§  3.— Fire  Claims  for  Stock. 

Where  a  portion  of  the  stock  of  a  trader  is  destroyed  by  fire  and 
the  exact  vahie  thereof  is  unknown,  the  usual  method  of  ascertaining 
the  amount  of  the  claim  is  to  prepare  an  estimated  Trading  Account 
for  the  period  since  the  last  accounts  were  drawn  out.  The  average 
rate  of  gross  profit  on  turnover  for  past  years  will  be  ascertained,  and 
the  percentage  so  arrived  at  calculated  on  the  sales  for  the  particular 
period  under  review  will  be  considered  to  represent  the  estimated  gross 
profit  for  the  period.  The  balance  of  the  account  will  then  show  the 
estimated  stock  which  was  damaged  and  destroyed. 

Any  partially  destroyed  stock  will  be  ^'alued,  and  the  amount 
deducted  from  the  amount  of  the  estimated  stock.  The  resulting  figure 
will  represent  the  claim  to  be  made  against  the  Insurance  Company. 


ILLUSTRATION— 

John  Smith  carries  on  business  as  a  Timber  Merchant.  On  31st  March,  1920,  a  fire 
occurred  at  his  yard,  and  the  greater  portion  of  his  stock  was  destroyed,  the  value  of  the  portion 
salved  being  £600.  His  books,  however,  were  saved,  and  from  these  it  appeared  that  on 
1st  January,  1920,  his  stock  amounted  to  £3,000.  The  purchases  to  31st  March  were  £5,000,. 
whilst  the  sales  were  £7,200.  From  an  examination  of  his  accounts  for  the  previous  three 
years  it  appears  that  the  gross  profit  on  the  sales  was  25  per  cent.     He  is  insured  against  fire. 

Prepare  a  Statement  showing  what  amount  he  should  claim  from  the  Insurance  Company. 
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JOHN    SMITH. 
Ihr.  Estimated  Trading  Account  for  three  months  ending  31st  March.  1920.  Cr. 


t     8.  d. 

To  Stock  at  Ist  January,  1920  . .  8,000    0    0  By  Sales 7,200    0    0 

Purchases         5,000    0    0  „   Estimated  Stock 2,600    0    0 

Estimated  Gross  Profit,  being  25  " 
on  £7,200 


£9,800     0     0  £9,800     0     0 


The  above  Account  shows  the  Stock  to  be  of  the  Estimated  Vahie  of  £2,600  at  the  date 
of  the  fire.  The  value  of  the  stock  salved  being  agreed  at  £600,  claim  -will  be  made  against 
the  Insurance  Company  for  £2,000. 


§  4. — Claims  for  Compensation. 

Professional  Accountants  are  constantly  being  required  to  prepare 
Accounts  substantiating  claims  for  compensation,  either  for  personal 
injuries  sustained,  or  for  damages  in  respect  of  destruction  or  disturbance 
of  business. 

In  the  case  of  a  claim  for  damages  in  respect  of  personal  injuries 
sustained,  the  chief  points  to  be  considered  are  : — 

(1)  The  plaintiff's  actual  income  from  his  business. 

(2)  The  extent  of  the  injuries  sustained.  If  these  are  such  as  to 
totally  disable  the  plaintiff  from  attending  to  his  business,  he 
will  be  entitled  to  a  much  larger  sum  by  way  of  damages  than 
if  the  disablement  were  only  partial, 

(3)  Whether  the  plaintiff  can  easily  realise  the  full  amount  of  the 
capital  in  his  business,  or  whether  a  loss  ^vill  be  made. 

The  claim  is  often  made  by  way  of  an  Annuity. 

Where  the  claim  for  compensation  is  on  account  of  destruction  or 
disturbance  of  business,  the  chief  points  to  take  into  account  are : — 

(1)  The  Loss  on  Trading  which  it  is  anticipated  will  be  sustained. 

(2)  If  it  is  a  question  of  compulsory  sale  of  a  Lease,  the  period  and 
terms  of  the  Lease. 

(3)  The  probable  loss  on  Fixtures  and  Fittings. 

(4)  The  loss  in  respect  of  compulsory  sale  of  stock  (if  any). 

(5)  Loss  of  Beneficial  Interest  through  compulsory  removal. 

In  order  to  arrive  at  the  probable  loss,  proper  accounts  will  have 
to  be  prepared  for  the  last  three  or  four  years,  and  the  claim  will  be  based 
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on  between  three  and  four  years'  purchase  of  the  average  profits  so 
arrived  at.  Very  often  an  additional  amount  is  allowed  to  the  claimant 
to  compensate  him  for  the  compulsor}^  sale  of  the  premises. 

ILLUSTRATION- 

A.  B.,  an  Ironmonger,  carried  on  business  upwards  of  15  years  in  premises  situate  in 
High  Street,  well  fitted  up  and  well  stocked,  held  under  a  lease,  of  which  nine  years  are  un- 
expired, and  at  an  annual  rent  of  £250.  The  property  being  required  for  street  improvements, 
A.  B.,  having  received  due  notice  from  the  proper  Authority,  claims  compensation  for  dis- 
turbance. If  A.  B.'s  Solicitor  were  to  instruct  you  to  prepare  a  Statement  of  Claim,  what 
Accounts  would  you  prepare  ? 

State  the  grounds  upon  which  the  claims  would  be  based,  and,  by  means  of  assumed 
figures,  make  out  a  Statement  showing  the  items  of  which  it  would  be  composed. 

Trading  and  Profit  and  Loss  Accounts  would  be  prepared  for  three  or  five  years, 
according  to  the  circumstances  of  the  case.  The  Compensation  claimed  would  be  based  in 
respect  of  the  following  losses  : — 

(1)  Loss  of  Beneficial  Interest  through  compulsory  removal,  which  may  or  may  not 

amount  to  the  entire  Goodwill,  according  to  the  circumstances  of  the  case. 

(2)  The  present  value  of  the  lease,  plus  10  per  cent,  for  compulsory  removal. 

(3)  Loss  on  fixtures  according  to  the  facts  of  the  case. 

(4)  Loss  in  respect  of  compulsory  sale  of  stock  (if  any). 

The  Statement  of  Claim  might  take  the  following  form  : — 

STATEMENT    OF    CLAIM 
FOR  Compensation  in  respect  of  Compulsory  Removal. 


To  Loss  in  respect  of  Beaeflcial  Interest,  3  years'  average  net  profits  as  per  accounts  enclosed 
ilue 


Present  value  of  Lease,  plus  10  %  for  compulsory  removal 

Loss  on  Fixtures 

Loss  in  respect  of  compulsory  sale  of  stock 


Total  Claim 


£ 

s. 

d. 

6,000 

0 

0 

!            500 

0 

0 

1            750 

0 

0 

1,000 

0 

0 

£8,250 

0 

0 

§  5. — Treatment   of    Life   Policy  taken    over  in   satisfaction    of 
debt  due. 

The  method  of  treating  a  Life  Insurance  PoHcy  taken  over  in  full 
satisfaction  of  a  debt  due  will  depend  to  a  large  extent  on  the  nature 
of  the  PoUcy  and  the  surrender  value  thereof.  It  may  be  prudent  to 
reaUse  the  Policy  and  write  off  the  difference  between  the  amount  thus 
obtained  and  the  amount  of  the  loan  to  Profit  and  Loss  Account  as  a 
bad  debt,  or  it  may  be  advisable  to  keep  the  Policy  alive  by  continuing 
to  pay  the  annual  premiums  as  and  when  they  become  due.  In  this 
latter  case  the  best  method  is  to  reserve  out  of  the  profits  an  amount 
equal  to  the  difference  between  the  surrender  value  of  the  Policy  and  the 
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amount  of  the  debt  due,  having  transferred  the  balance  of  the  Debtor's 
Account  to  a  Policy  Account. 

Each  year  as  the  Premiums  are  paid  the  Pohcy  Account  will  be 
debited  therewith,  and  at  the  same  time  an  adjusting  entry  ^vill  be  made 
so  as  to  leave  the  diifference  between  the  PoHcy  Accoimt  and  the  Reserve 
Account  at  the  actual  surrender  value  of  the  PoUcy. 

ILLUSTRATION- 

F.  Smith  owes  £1,000  to  John  Black  for  goods  supplied,  but  as  he  is  unable  to  pay  the 
debt  he  agrees  to  assign  his  Life  Insurance  Policy  to  J.  Black  as  at  1st  January,  1916. 
The  Policy  is  for  £1,800  without  profits,  payable  at  the  age  of  65  or  death,  and  carries  an 
annual  premium  of  £90. 

Smith's  present  age  is  47,  and  the  Surrender  value  of  the  Policy  is  £607.  John  Black 
elects  to  keep  the  Policy  alive  by  paying  the  annual  premiums  as  and  when  they  become  due, 
and  in  consequence  pays  the  first  premium  of  £90  on  the  3l8t  December,  1916,  and  subsequent 
premiums  on  the  same  date  each  year. 

The  surrender  value  of  the  Policy  as  at  31st  December,  1916,  was  £658  ;  at  the  Slat 
December,  1917,  £720;   the  Slst  December,  1918,  £800;   the  Slst  December,  1919,  £898. 

F.  Smith  dies  on  the  4th  January,  1920,  and  the  Policy  money  is  duly  paid  by  the 
Insurance  Company. 

Show  the  Accounts  recording  these  transactions  in  the  books  of  John  Black. 
JOHN    BLACK'S    LEDGER. 


Dr. 

F.   SMITH'S    ACCOUNT. 

Or, 

1916. 
Jan.     1 

To  Balance  due    . . 

£        8     d. 

1,000     0     0 

1916. 
Jan.     1 

By  Policy  Account 

£      t.  d. 
1,000    0     0 

£1,000     0     0 

£1,000    0     0 

r  1018. 

Jan.     1  I      To  Balance 
Dec.  81  „   Oath 


1019. 
Jan.     1        To  Balance 
Dee.  81  „   Cash 


Dr. 

POLICY 

ACCOUNT. 

Cr, 

1916. 
Jan.     1 
Dec.  81 

To  Balance 
..Cash 

To  Balance 
»   Ca«h 

£         8.    d. 

1,000     0     0 
90     0     0     1 

1916. 
Dec.  81 

1017. 
Dec.  31 

By  BaUuuM 
By  BaUnce 

£        8.    d. 
1.090    0     0 

£1.090     0     0     ! 

£1,090    0     0 

1917. 
Jan.     1 
Dec.  81 

£      8.    d. 

1,000     0     0 
90     0     0 

£       •.    d. 

1.180    0    0 

£1,180  0  0 

£  8.  d. 

1,180  0  0 

90  0  0 

£1.270  0  0 


£       8.   d. 

1,270     0     0 
00     0     0 


19IH. 
Dec.  31 


1019. 
Dec.  81 


To  Balance 
„    P.  d  L.  Aooount 

£1,S«0 

0    0    ! 

1920. 
Jan.     1 
Dec.  31 

£ 

1,860 

440 

8  d.   ; 

0     0 
0     0 

1980. 
Jan.     4 

£1,800 

0     0 

£1.180     0     0 

Dy  Balance 

£       •.  d. 
1,270    0    0 

By  Balance 

£1.270    0     0 

£       8.   d. 

1.860     0     0 

fl,t60    0    0 

By  Cash 

£      8.   d. 

1,800     0     0 

£1,800     0     0 
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1916. 
Dec.  31 


1917. 
Dee.  81 


1918. 
Dec.  31 


1919. 
Dec.  81 


1920. 
Dec.  31 
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KESERVE    ON    POLICY    ACCOUNT. 


To  Balance 


To  Balance 


To  Balance 


To  P.  A  L.  Account 
„    Balance 


To  P.  A  L.  Account 


[Chap.  XIV. 

Or. 


£ 
432 

S. 
0 

d. 
0 

!   1916. 
Jan.  1 
Dec.  81 

1917. 
Jan.  1 
Dec  31 

1918. 
Jan.  1 
Dec.  31 

1919. 
Dec.  31 

1920. 
Jan.  1 

By  P.  <fe  L.  Account 
„  P.  &  L.  Account 

By  Balance 
„  P.  &  L.  Account 

By  Balance 
„  P.  &  L.  Account 

By  Balance 
By  Balance 

£ 

393 

39 

8.  d. 
0  0 
0  0 

• 

£432 

0 

0 

£432 

0  0 

£ 
460 

S. 
0 

d. 
0 

£ 
432 

28 

8.  d. 
0  0 
0  0 

£460 

0 

o_^.l 

£460 

0  0 

£ 
470 

s 
0 

"1 

£ 

460 

10 

s.  d. 

0  0 
0  0 

£470 

0 

0 

£470 

0  0 

• 

£ 
8 
462 

s. 
0 
0 

d.  1 

0  1 
0 

£ 
470 

s.  d. 
0  0 

1 

£470 

0 

,2_! 

£470 

0  0 

£ 
462 

s. 
0 

0 

£ 
462 

s.  d. 
0  0 

£462 

0 

0  ; 

£462 

0  0 

Note  to  Illustration. 

It  will  be  seen  that  each  year  an  amount  is  debited  or  credited,  as  the  case  may  be,  to 
the  Reserve  Account,  so  as  to  leave  the  difference  between  the  balance  of  the  Policy  Account 
and  this  Reserve  Account  at  the  Surrender  value  of  the  Policy. 

During  the  year  1919  the  Surrender  value  of  the  Policy  increased  by  a  greater  amount 
than  the  annual  premium,  and  in  consequence  an  amount  was  written  off  the  Reserve  Account 
to  the  credit  of  Profit  and  Loss. 

There  are  several  other  methods  of  treating  Life  Policies  taken  over  in  satisfaction  oi 
debts  due,  but  the  above  is  that  recommended. 


§  6.— Treatment  of  Loose  Plant  and  Tools  on  Re= valuation. 

In  an  Engineering  business,  or  concerns  of  a  similar  nature,  it  is 
customary  to  re-value  the  loose  plant  and  tools,  &c.,  each  year,  and  in 
this  way  to  provide  for  depreciation  in  respect  thereof. 

It  often  happens,  however,  that  the  value  of  this  loose  plant  is  greater 
at  the  end  of  the  year  than  it  is  at  the  commencement.  This  is  not  due 
to  appreciation  in  any  way,  but  to  the  fact  that  the  stock  is  greater  at 
the  end  than  at  the  beginning. 

Such  increase  will  arise  where  loose  plant,  &c.,  has  been  made  in  the 
works  during  the  period,  and  the  expenditure  occasioned  thereby  has  been 
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included  in  the  total  figure  of  materials  and  wages.  Thus  the  Asset 
Account  has  not  been  increased  as  it  would  have  been  had  the  expenditure 
been  directly  allocated. 

The  best  method  of  treating  these  items  at  the  commencement  and 
end  of  the  period  is  to  pass  the  same  through  the  Trading  Accoimt  in  the 
same  way  as  ordinary  Stock-in-Trade,  as  this  account  has  been  charged 
with  the  cost  by  way  of  material  and  wages. 

Similar  treatment  may  apply  to  such  items  as  models,  patterns,  &c. 


ILLUSTRATION- 

From  the  following  Trial  Balance  of  the  Northern  Foundry  and  Engineering  Company, 
Limited,  at  30th  June,  1919,  make  up  Trading  Account,  Profit  and  Loss  Account,  and  Balance 
Sheet.  The  nominal  Capital  of  the  Company  is  £50,000,  divided  into  £30,000  Ordinary  Shares 
of  £1  each,  and  20,000  Six  per  Cent.  Cumulative  Preference  Shares  of  £1  each. 

TRIAL    BALANCE   30th  June,    1919. 

25,000  Ordinary  Shares  of  £1  each,  168.  paid 

15,000  6  %  Cumulative  Preference  Shares  of  £1  each,  fully  paid 

4  %  First  Mortgage  Debentures 

Freehold  Land  and  Buildings 

Fixed  Plant  and  Machinery  

Loom  Plant  and  Tools,  Models  and  Patterns,  SOth  June,  1918 

Stock-in-Trade,  SOth  June,  1918 

Sales 

Porchases 

Waces 

Carriage  and  Cartage  

Returns  and  Allowances 

DiscoontA 000    0    0    I  \ 

Salaries  and  Travelling  Expenses 3,000    0    0'  1 

Rates,  Oas,  Electric  Light  and  Water 

Printing,  Stationery  and  Advertising 

Directors'  Remaneration 

Trade  Expenses        

Bad  DebU 

Baok  Interest  and  Cliarges  

Int«rMt  on  Debentures  to  31st  December,  1918  

Half-year's  Dividend  on  Preference  Shares  to  31st  Decrmhrr,  lOiM 

Sundry  Debtors  and  Creditors 

BUIs  ileoeivable       

Profit  and  Loss  Account — Balance  from  101  h 


County  Bank— Overdraft 


Cash  in  liand 


£ 

s.  d. 

£ 

8. 

d. 

20,000 

0 

0 

16,000 

0 

0 

20,000 

0 

0 

18,000 

0  0 

12,000 

0  0 

8,000 

0  0 

21.000 

0  0 

03,400 

0 

0 

31.500 

0  0 

17.500 

0  0 

2,500 

0  0 

1,500 

0  0 

000 

0  0 

3,900 

0  0 

1.400 

0  0 

650 

0  0 

•  1,500 

0  0 

1,500 

0  0 

650 

0  0 

560 

0  0 

400 

0  0 

460 

0  0 

10,460 

0  0 

6,000 

0 

0 

2.650 

0  0 

800 

0 

0 

11,000 

0 

0 

240 

0  0 

i«lS6|80^ 

0  0 

£130,800 

0 

0 

At  SOth  June,  1019,  the  Stock  was  valued  at  £28,000,  and  the  Loose  Plant  and  TooIh, 
Models,  and  Patterns  at  £9,400. 

Provide  £450  for  Bad  Debts,  and  1  ))cr  cent,  on  the  Debtors  for  Discounts. 

Write  off  Depreciation  on  Land  and  Buildings  1  per  cent,  and  on  Fixed  Plant  and 
Machinery  7 J  per  cent. 

z2 
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Dr. 


TRADING    AND    PROFIT    AND    LOSS    ACCOUNT, 
Yeab  ending  30th  June,  1919. 


Or. 


£       8.    d. 

To  Stock          21,000    0    0 

„    Loose    Plant   and     Tools, 

Models  and  Patterns  . .         8,000    0    0 

£        s.    d. 

29,000     0     0 
81,500     0     0 
17,500     0     0 
21,300     0     0 

i 

By  Sales 

Jjtsa  Iteturns  and 

Allowances.. 

„   Loose  Plant  and  Tools, 

Models  and  Patterns 

„   Stock      

By  Gross  Profit  from 

Trading   .. 

£        s.    d. 
63,400     0     0 

1,500     0     0 

£       s.    d. 
61.900     0     0 
37,400     0     0 

„   Purchases 

„    Wages        

„   Gross  Profit  carried  down 

9,400     0     0 
28,000     0     0 

£99,300     0     0 

£99,300     0     0 

To  Salaries    and     Travelling 

Expenses 
„    Carriage  and  Cartage 
,.    Rates,  Gas,  Electric  Light 

and  Water 
„    Printing,    Stationery    and 

Advertising 
„   Trade  Expenses   . . 
„    Directors' Remuneration . . 
„    Bank  Interest  and  Charges 

„    Bad  Debts 

„    Discount 

.,  Interest  on  Debentures   .. 
Depreciation  :— 

Land  and  Buildings  at 

1% 180     0     0 

Fixed    Plant   and    Ma- 
chinery Ik  %            . .            900     0     0 

3,900     0     0 
2,500     0     0 

1,400     0     0 

650     0     0 
1,660     0     0 
1,500     0     0 

650     0     0 
1,100     0     0 

700     0     0 

800     0     0 

1,080     0     0 
5,660     0     0 

21,300     0     0 

„    Balance,  behig  net  Profit 
/or  the  year  carried  to 
Balance  Sheet . . 

£21,300     0     0 

£21,300     0     0 

I 

. 

NOTB.^The  Reserve  for  Discount  of  1  %  is  calculated  on  the  amount  of  the  Debtors  after  allowing  for  the  £450  Bad  Debts. 


THE    NORTHERN   FOUNDRY   AND    ENGINEERING   COMPANY,  LIMITED. 
BALANCE   SHEET   30th  June,   1919. 


Liabilities. 

Nominal  Capital  £50,000  :— 
Ordinary  Shares,  30,000  of 

£1  each     

6  %  Cumulative  Preference 

Shares,  20,000  of  £1  each 

£        s.    d. 

30,000     0     0 
20,000     0.    0 

£        s.    d. 
£50,000     0     0 

Assets. 

Freehold  Land  and  BuUdings 
Less  Depreciation 

Fixed  Plant  and  Machinery 
Less  Depreciation 

Loose     Plant     and     Tools, 

Models  and  Patterns 
Stock             ..             .... 

Sundry  Debtors — 
On  Open  Accounts 
Less  Bad  Debts 
Reserve     ..£450    0     0 
Discount    . .   100     0     0 

£        s.    d. 

18,000     0     0 
180     0     0 

£       s.    d. 
17,820     0     0 

12,000     0     0 
900     0     0 

10,450     0     0 
550     0     0 

20,000     0     0 
15,000     0     0 

11,100     0     0 

9,400     0     0 
28,000     0     0 

Issued  Capital— 
25,000  Ordinary  Shares  £1 

each,  168.  paid  up 
15,000  Preference  Shares  £1 

each,  fully  paid    . .      '  . . 

35,000     0     0 

20,400     0     0 

11,600     0     0 

6,000     0     0 

6,010     0     0 

4  %  First  Mortgage  Deben- 
tures          

Interest  accrued  thereon   .. 

20,000     0     0 
400     0     0 

800     0     0 
5,660     0     0 

Bills  Receivable 
Cash  in  hand 

Bank  Overdraft 
Sundry  Creditors    . . 
Profit  and  Loss  Account- 
Balance  at  1st  July,  1918 
ildd  Profit  for  year     .. 

9,900     0     0 
2,550     0     0 

12,450     0     0 
240     0     0 

Lett    Preference    Divi- 
dend paid     . . 

6,460     0     0 
450     0     0 

£79.010     0     0 

£79,010    ^    0 

■ 
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§  7. — Voyage  Accounts. 

The  Owner  or  Charterer  of  a  ship^  in  addition  to  finding  the  profit 
or  loss  from  caiT3dng  on  his  business  for  a  period,  should  be  in  a  position 
to  ascertain  the  exact  result  of  each  voyage  made.  In  order  to  do  this 
it  is  usual  to  open  a  separate  account  for  each  voyage,  the  account  referring 
to  each  voyage  being  numbered  consecutively. 

The  Voyage  Account  should  be  charged  up  with  all  expenses  actually 
incurred  in  respect  of  the  particular  \  oyage,  and  with  a  proper  proportion 
of  all  other  charges  which  are  attributable  to  the  voyages  generally,  such 
as  Premiums  on  Time  Policies,  Manager's  Remuneration,  &c.,  and  should, 
in  the  same  way,  be  credited  with  the  Freight  and  other  income  earned. 
The  final  balance  of  the  account  will  represent  the  profit  or  loss  on  the 
voyage.  Any  balance  brought  forward  from  the  previous  voyage  should 
be  entered  in  an  Appropriation  Account,  and  not  credited  to  the  Voyage 
Account  itself. 

The  Voyage  Accoimt  will  be  in  the  form  of  an  ordinary  Profit  and 
Loss  Account. 


ILLUSTRATION— 

The  '•  Glenisla  "  Steam  Ship  Company,  Limited,  own  one  **  tramp  steamer,"  the  S.S. 
**  Gleoisla/*  2,211  tons  gross  register,  which  was  chartered  on  February  27th,  1920,  as 
follows  : — 

Cardiff  to  Genoa  with  Coal  at  Ss.  9d.  per  ton. 

Note. — The  charter  stipulates  for  an  address  commission  to  the  charterers  of  2  per  c*nt. 
on  the  freight,  payable  on  signing  Bill  of  Lading,  together  with  a  brokerage  of 
5  per  cent,  to  the  charterers*  agents,  of  which  one-third  is  repayable  to  the  vessel. 

Agaa  Amarga  (Spain)  to  Barrow  with  Ore  at  Ss.  3d.  per  ton. 

Note.— Address  commission,  of  2|  per  cent,  on  freight  payable  to  charteNn,  and  a 
brokerage  of  one-third  of  6  per  cent,  payable  to  charterers*  agents  on  signing  charter. 

The  vessel  was  insured  at  Lloyd*s  on  April  29th,  1910,  the  inclusive  premium  for  one 
year  being  £1,952  10s.  8d..  and  the  managing  owners*  remuneration  waa  fixed  by  the  Articles 
of  Association  at  2s.  6d.  per  gross  register  ton  per  annum. 
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The  voyage  commenced  on  March  9th,  1920,  and  the  following  are  the  particulars  from 
which  the  accounts  are  to  be  made  up  : — 


£     8.    d. 
Freight  on  8,190  tons  Coal  to  (Tenoa,  and  freight  on  8,660  tons  Ore  to  Barrow — 

Stores  Accounts           162    8    1 

Port  Cha^tes,  Trimming,  &c.,  Cardiff         121     2     3 

Captain's  Accounts  for  Harbour  Wages,  Ac,  Cardiff      ..         ..         ..                    ..  64    7     6 

Bunlcer  Coals,  as  per  Engineer's  Receipt — 279  tons  @  9/-  ;   154  tons  @  8/1  li 

Discharging  at  Genoa 93  15     3 

Agents'  Disbursements,  Genoa,  deducted  from  freight  remitted  (exch.  say  GO.OO) lire    6,641.00 

Captain's  Expenses,  Genoa 1  7  19    0 

Stevedore  at  Agua  Amarga,  loading  3,360  tons  Ore I  152  10     0 

DespaU-h  Money           i  213  13     4 

Interest  on  Advance     . .          . .          . .          . .          . .          . .          . .          . .          . .          . .          . .          . .          • .  10  19     9 

Captain's  Exi)enses      . .          . .          . .          . .          . .          . .          . .          . .          . .          . .          . .          ■ .          . .  5  15     9 

Agents'  Accounts  for  Port  Charges,  Agency,  Ac,  exclusive  of  address  Commission  and  Brokerage  (exch.  26.75)  pesetas  2,964.88 
Bunker  Coal  at  Portland,  20  tons  @  18/6,  and  Port  Charges  £3  2s. 

Port  Charges,  Discharging  and  Despatch  Money  at  Barrow 423     7    6 

Captain's  Portage  Bill 168     6    8 

Oyerlookers'  Expenses ^        I  450 


The  voyage  terminated  on  April  28th,  1920. 

Prepare  the  Voyage  Account,  apportioning  where  necessary  in  months. 


Dr. 


VOYAGE   ACCOUNT,  27th  February,   1920,  to  28th  April,   1920. 


Or. 


to  stores  Account 

„    Port  Charges   <fec.  . . 
,,    Captain's  Account,  Cardiff 
„    Bunker  Coals — 279  tons  @  9/-    . 
154  tons  @  8/lli 

„    Discliarging  at  Genoa 

„    Agents'  Disbursements,  Genoa — 

Lire  6,641.00  @  60.00  .. 
„  Captain's  Expanses,  Genoa 
„    Stevedore  at  Agua  Amarga 

„    Despatch  Money 

„   Interest  on  Advance 

„    Captain's  Expenses 

„    Port  Charges,  Agency,  &c. — 

Pesetas  2,964.88  @  26.75 
„    Bunker  Coal  at  Portland,  20  tons 

@  18/6  

„    Port  Charges  at  Portland 

„    Port  Charges,  Ac,  at  Barrow     . 

„    Captain's  Portage  Bill 

„    Overlookers*  Expenses 

„    Address  Commissions — ' 

2  %  on  £1,395  128.  6d. 

2i  %  on  £1,509  15s.  Od. 

,.    Brokerage — 

5  %  on  £1,395  12s.  6d... 
One-thurd  of  6  %  on  £1,509  153 
5  %  £75  98.  9d.  one-third   . 

„    Insurance  Premium — 

For    one    year    £1,952  10s.  8d 
for  two  months 
„    Managing  Owner's  Commission — 
For  one  year  2/6  per  ton  on 
2,211    tons  £276  7s.  6d.,  for 
two  months    . . 
,,    Profit  on  Voyage  . . 


£      8.    d. 


125  11     0 
68  16     5 


27 
37 

18 
14 

3 
10 

69 

15 

7 

25 

3 

3 

£ 
162 
121 

64 

s. 
8 
2 
7 

d. 
1 
3 
6 

194 
93 

7 
15 

I 

110 

7 

152 

213 

10 

5 

13 
19 
10 
13 
19 
15 

8 
0 

9 
9 

110 

16 

9 

18 

3 

423 

168 

4 

10 
2 
7 
6 
5 

0 
0 
6 
8 
0 

65 

13 

1 

94 

18 

10 

325 

8 

5 

46 
530 

1 
11 

3 
2 

£2,928 

12 

8 

By  Freight- 
Outward — 3,190  tons  of  Coal  from 
Cardiff  to  Genoa  @  8/9  per  ton 
Homeward — 3,660  tons  of  Ore  to 
Barrow  @  8/3 . . 
„   Brokerage  refunded — 

One-third  of  £69  15s.  7d.     . . 


1,305  12     6 
1.509  15     0 


23     5     2 


£2,928  12     8 
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§  8. — Marine  Insurance  Accounts. 

Marine  Insurance  Accounts  are  of  an  extremely  technical  nature, 
and  the  reader  who  wishes  to  go  into  the  matter  fully  is  recommended 
to  consult  the  Authors'  book  on  "  Underwriters*  Accounts  "  (2nd  Edition, 
Gee  &  Co.). 

It  may  be  noted,  however,  that  there  are  three  parties  to  be  considered 
in  dealing  with  these  accounts  : — 

(1)  The  Merchant. 

(2)  The  Marine  Insurance  Broker. 

(3)  The  Underwriter. 

When  a  Merchant  wishes  to  insure  a  ship  or  cargo  he  communicates 
with  the  Broker,  who,  in  his  turn,  consults  the  Under^vriters  as  to 
the  rate  at  which  they  will  take  the  risk,  and  thus  the  premium  is 
mutually  agreed  upon. 

This  Premium  is  subject  to  a  brokerage  of  5  per  cent.,  which  repre- 
sents the  remuneration  of  the  Insurance  Broker,  and  also  a  discount  of 
10  per  cent.,  which  is  calculated  on  the  net  figure  after  deducting  the 
5  per  cent,  brokerage.  This  Discount  was  originally  a  strictly  Cash 
Discount,  and  was  only  allowed  by  the  Underwriter  in  consideration  of 
prompt  payment.  Now,  however,  although  in  theory  it  still  remains  a 
Cash  Discount,  in  practice  it  has  become  the  custom  to  allow  it,  no  matter 
when  the  account  is  settled. 

The  Discount  belongs  to  the  Merchant,  and  when  an  accoimt  is 
rendered  to  him  by  the  Broker  this  is  taken  into  consideration.  The 
amount  which  the  Merchant  will  pay  to  the  Broker  will  be  the  gross 
Premium  less  the  10  per  cent.  Discount,  which,  however,  is  not  calculated 
on  the  gross  Premium,  but  on  the  Premium  less  the  6  per  cent.  Brokerage 
as  mentioned  previously. 

When  a  claim  is  made  under  a  Policy  it  is  the  business  of  the  Insurance 
Broker  to  collect  the  amount  of  the  loss  on  behalf  of  his  client,  the 
Merchant,  from  the  various  Underwriters  pro  rata,  receiving  for  his 
labour  in  so  doing  a  Commission  of  1  per  cent,  on  the  total  amount  of 
the  claim.     Thus  the  Broker  will  collect  the  full  amount  of  the  loss  from 
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the  Underwriters,  and  hand  the  same  over  to  the  Merchant,  less  1  per 
cent.  Collecting  Commission. 


ILLUSTRATION— 

The  Abyssinian  Steam  Ship  Company  insure  their  fleet  of  Steamers  at  Lloyd's  for 
£180,000  for  the  year  1920.  The  terms  are  6^  per  cent.,  less  Brokerage  5  per  cent.,  Discount 
10  per  cent. 

During  the  year  the  S.S.  *'  Arethusa  "  was  damaged  and  the  Claim  thereon  amounted 
to  £660.  Later  on  in  the  year  the  S.S.  "  Tom  Bowling,"  valued  at  £6,400,  became  a  total 
wreck.  The  Brokers  collected  these  claims  and  paid  the  same  to  the  Company,  deducting 
the  usual  1  per  cent.  Collecting  Commission. 

Show  the  Journal  Entries  to  record  these  transactions  in  the  books  of  the  Abyssinian 
Steam  Ship  Company,  and  also  show  the  Brokers'  Account. 

JOURNAL. 


Insurance  Account  •     .. 

. . 

£       s. 
11,700     0 

=     1,111  10 

d. 
Dr. 

0 
0 

£       s     d. 
10,588  10     0 

£        s.    d. 
10,588  10     0 

£180,000  @  6J  % 

Leub% 

£11,766 

585 

0  '6 

0     0 

Ltii  10  %  on 

£11,115 

0     0 

£10,588  10 

0 

Sandries : — 

To  Repairs  Account  

Brokers  

Commission  Account 

Being  damage  por  S.S.  "  Arethusa  "  and  collecting  commission  1  % 


Dr. 


Sundries : — 

To  S.S.  "  Tom  Bowling  " — Cost  Account 

Brokers  

Commission 

Being  Total  Loss  S.S.  "  Tom  Bowling  "  and  collecting  commission  1  % 


Dr. 


643  10     0 
6  10     0 


0,336     0     0 
64     0     0 


650     0     0 


6,400     0     0 


LEDGER. 


Dr. 


To  Cash 
..    CI.:   • 
„    T.  L. 

'  Arethusa  "      . .          ..         .. 

"  Tom  Bowling  " 

BROKERS' 

ACCOUNT. 

Or. 

£       s.    d. 

10,588   10     0 

643   10     0 

6,336     0     0 

By  Insurance  Premium 
„   Cash             

£       s.    d. 

10,588  10     0 

643  10     0 

6,336     0     0 

£17,568     0     0 

£17,568     0     0 

Xote  to  Illustration. 

It  should  be  observed  that  "  Lloyd's  "  is  a  Corporation  of  which  both  Underwriteis 
and  Insurance  Brokers  are  Members,  in  precisely  the  same  way  as  Stock  Brokers  and  Jobbers 
are  Members  of  the  Stock  Exchange.  "  Lloyd's  "  itself  does  not  transact  Insurance  business 
with  the  outside  public,  and  consequently  the  transactions  wiU  take  place  with  specific  Members, 

The  Merchants  will  pay  the  premiums  to  the  Insurance  Broker  on  or  before  the  8th  of 
the  month  following  the  date  of  the  Debit  Note.  Consequently,  in  the  above  Illustration,  the 
l)remiums  will  be  settled  by  cash  in  the  first  instance,  and  the  claims  will  also  be  settled  by 
cash  separately,  as  no  doubt  they  will  arise  at  different  dates. 
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§  9.—  Ledger  Accounts  for  Investments. 

Where  investments  are  numerous  the  interest  and  dividends  arising 
therefrom  should  be  passed  through  the  investment  accounts  in  the 
ledger,  so  that  it  can  be  seen  at  a  glance  whether  or  not  all  the  income 
which  should  have  been  received  on  each  investment  has  been  received. 
The  best  way  of  carrying  this  into  effect  is  to  have  the  ledger  accounts 
for  the  investments  ruled  with  two  columns  on  either  side,  one  for  Income 
and  another  for  Capital.  In  the  case  of  stocks  and  shares  it  is  convenient 
to  have  a  third  column  for  the  Nominal  Value,  so  that  when  the  balance 
on  the  Investment  Account  is  brought  down,  the  nominal  value  of  the 
balance  may  also  be  shown.  The  dates  when  the  dividend  or  interest 
falls  due  should  be  noted  at  the  head  of  the  account. 

As  the  income  is  received.  Cash  will  be  debited  and  the  Income 
column  of  the  Investment  Account  credited,  and,  at  the  end  of  the  period, 
the  total  income  received  from  each  investment  mil  be  transferred  to  an 
Income  from  Investments  Account.  In  cases  where  the  dividend  at  the 
end  of  the  period,  although  accrued  due,  has  not  actually  been  received 
in  cash,  a  debit  balance  should  be  brought  forward  in  the  income  column 
of  the  Investment  Account.  This  practice,  however,  should  not  be  applied 
to  Trust  Accounts. 


illustration- 
Ad  Investment  Company  held  during  the  whole  of  the  year  1919,  among  other  investmeutB, 

£1,000  4  per  cent.  Debentures  costing  £987  in  the  Phoenix  Iron  Company,  the  interest  being 

payable  on  the  30th  June  and  3l8t  December  in  each  year,  less  Income  Tax  at  6s. 

Show  in  the  books  of  the  Investment  Company  the  Ledger  Account  relative  to  the 

Phcenix  Iron  Company  investment,  drafted  in  such  a  way  as  to  enable  the  auditor  to  satisfy 

himself  at  a  glance  that  aU  the  interest  has  been  collected. 

THE   PHCENIX   IRON   COMPANY   FOUR  PER  CENT.   DEBENTURE   ACCOUNT. 
Dr.  Interest  Payable  30th  June  and  318t  December.  Or, 


Dat«. 

Particttlan. 

ro. 

Nominal 
Value. 

1 

1 

'I.: 

Particular*. 

Fb. 

Nominal        § 
Value.        1 

1 

Jan      1 
Dec.  31 

TO  Balance  .. 
„  Intarett  on  Invcst- 
manta  Aocooni  . . 

I 

l/KM 

i 
S8 

L 

1919. 
June  SO 
DM).  81 

By  Cash     .. 
::  BaUncc!: 

£ 
1,000 

£ 
U 
14 

967 

£1,000 

£28 

£•87 

£1.000 

US 

£987 

1920. 
Jan.     1 

To  Balance  . . 

£1,000 

£967 

It  is  not  usual  to  adjust  the  Investment  Accounts  to  market  value 
at  the  date  of  each  Balance  Sheet,  the  balance  beinj;  brought  down  at 
cost.     In  the  case  of  Companies  holding  a  large  number  of  Investments, 
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the  practice  is  for  a  Schedule  to  be  prepared,  showing  the  book  value 
and  the  market  value  at  the  date  of  the  Balance  Sheet,  a  general  reserve 
being  made  for  depreciation  if  the  latter  is  less  in  amount  than  the  former. 
If  the  market  value  exceeds  the  book  value,  no  credit  should  be  taken, 
as  this  is  not  a  realised  profit.  In  cases  where  heavy  depreciation  has 
taken  place  for  which  no  provision  has  been  made,  a  note  of  the  market 
value  of  the  investments  should  be  shown  on  the  Balance  Sheet. 

The  profit  or  loss  resulting  on  the  sale  of  Investments  should  be 
adjusted  when  the  sale  takes  place.  Where  only  a  portion  of  the  Invest- 
ment is  sold,  the  balance  of  the  Investment  remaining  should  be  brought 
down  at  the  price  at  which  it  stood  in  the  books,  and  the  difference  on 
the  account  will  then  represent  profit  or  loss  on  the  portion  of  the  Invest- 
ment sold,  which  should  be  adjusted  accordingly. 

Where  Investments  are  sold  cum  div.  (which  implies  that  the  next 
dividend  goes  to  the  purchaser),  some  portion  of  the  amount  received 
will  represent  the  accrued  dividend  on  the  stock  sold  to  the  date  of  sale, 
and  strictly  speaking  the  amount  received  should  be  apportioned  accor- 
dingly, the  amount  representing  accrued  income  to  date  being  credited 
to  the  Income  column  and  the  balance  to  the  capital  column  of  the 
Investment  Account. 

In  the  same  manner  when  Stocks  are  purchased  cum  div.  the 
portion  of  the  purchase  price  representing  the  accrued  dividend  should 
be  debited  to  the  Income  column  of  the  Investment  Account,  the 
balance  being  debited  to  the  Capital  column.  As  the  stock  is  purchased 
cum  div.,  the  whole  dividend  will  be  received  and  credited  to  the  Income 
column,  as  against  which  there  will  be  a  set-off  on  the  debit  of  the  amount 
accrued  to  the  date  of  purchase. 

On  Government  Stocks  other  than  Bearer,  the  quotation  is  changed 
from  cum  div.  to  ex  div.  about  one  month  before  the  interest  is  payable. 
In  effecting  this  however  the  full  payment  due  is  deducted. 

ILLUSTRATION- 

A  Trust  Company  purchases  £10,000  India  3  per  Cent,  on  3rd  March,  1919,  at 
60  cum  div.  On  August  5th,  1919,  £2,000  Stock  is  sold  at  61  cum  div.  for  cash,  and  on 
September  5th,  1919,  £2,000  Stock  is  sold  at  6U  ox  div.  for  cash.  On  December  31st,  1919, 
the  date  of  the  Balance  Sheet,  the  market  price  is  60i. 

Show  the  Ledger  Account  of  the  Investment  for  the  year  1919,  ignoring  brokerage  and 
stamps,  and  making  apportionments  in  months,  and  calculating  Income  Tax  at  6^.  in  the  £. 
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Dr. 


INDIA   THREE    PER   CENT. 
Dividends  Payable  6th  January,  April,  July  and  October. 


Or. 


Date. 

Nominal 
Value.         Income. 

1 

Capital. 

Date. 

Nominal    ! 
Value.      1   Income. 

Capital. 

1919. 
Mar.     3 

l>ec.  81 

To  Cash— Purchase 

@  eoc.d.  ... 

„  Profit  on  Invest- 
ment 
„  Income  Account 

£     8.d. 
10,000  0  0 

£    8.  d. 
35     0    0 

112    0    0 

£      8.  d. 

5,965     0     0 

64     0     0 

1919. 
April  5 
July  5 
Aug.  5 
Sept.  6 
Oct.   6 

Dec.  31 

£     8.d.|     £    8.  U. 
By  Cash— Dividend                        1     52  10    0 
.,      ,,              ..                                    62  10    0 
„  SaJe@61c.d....        2,000  0  0,       8  10    0 
„      „    @61Jex.d.        2.000  0  o! 
,.  Cash— Dividend                         1 

on  £8,000...                         '     88  10    0 
„    Balance  @  Cost  1     6,000  0  0 

'    £        8. 

1.216  10 
1.280    0 

8  10 
3.579    0 

£10.000  0  0:£147     0     0 

£6,029     0    0 

£10.000  0  0£147     0     0  £6.029     0 

1920. 
Jan.     1 

To  Balance 

£6,000  0  0 

£3,579    0    0 

Notes  to  Illustration. 

Since  the  commencement  of  the  War  it  has  been  the  practice  of  the  Stock  Exchange  to 
treat  all  dealings  on  a  cash  basis.     This  has  been  given  effect  to  in  the  above  illustration. 

The  above  treatment  cf  adjusting  the  accrued  dividend  when  posting  the  Capital  items 
can  only  be  utilized  when  the  rate  of  dividend  or  interest  is  fixed  ;  otherwise,  the  aidjustment 
will  be  made  when  the  dividend  is  received. 

Where,  however,  a  cash  basis  is  not  adopted,  but  a  monthly  settlement  is  effected  in 
respect  of  British  Government  Stocks  as  prior  to  1914,  adjustment  must  be  made  so  as  to 
apportion  the  interest  up  to  and  from  the  date  of  settlement  as  distinct  from  the  date  of 
the  transaction. 

Where  Stock  is  purchased  or  sold  "  cum  div."  the  price  must  be  apportioned  so  as  to 
give  to  Income  the  amount  of  interest  which  is  included  in  the  price. 

Where  Stock  is  sold  "  ex  div."  interest  thereon  from  the  date  of  the  sale  to  the  due 
date  of  the  dividend  should  be  credited  to  Capital. 

The  balance  of  Stock  remaining  in  hand  will  be  brought  down  at  the  net  cost  as 
shown  by  the  Capital  column  (and  not  at  the  "  cum  div."  price  at  which  it  was 
purchased),  or  at  market  value. 

The  above  is  the  commercial  practice  adopted  in  order  to  preserve  the  Capital  invested. 
It  is  not,  however,  the  method  adopted  in  connection  with  Trusts,  where  the  rights  of  parties 
are  defined  by  specific  legal  rule*,  as  to  which,  scf  Ranking,  Spicer  &  Pegler's  "  Executorship 
Law  and  Accounts." 


§  10. — ^Tabular  Ledgers. 

In  certain  businesses  considerable  labour  can  be  saved  by  utilising 
tabular  Ledgers,  particularly  where  the  transactions  concerned  are 
numerous  and  do  not  vary  in  their  nature. 

The  following  are  some  of  the  more  usual  forms  of  Tabular  Ledgers  : — 

(a)  Purchase  Day  Book  and  Ledgrer  combined. 

It  is  occasionally  possible  where  accounts  are  regularly  settled  on 
a  fixed  monthly  pay-day  to  dispense  with  the  Purchase  Ledger  altogether 
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by  having  a  specially  ruled  form  of  Purchase  Day  Book.  These  books 
are  used  with  very  satisfactory  results  by  several  of  the  large  Munici- 
paUties.  As  the  invoices  are  received,  they  are  filed  away  in  alphabetical 
order  as  relating  to  each  creditor.  At  the  end  of  each  month  the  special 
Purchase  Day  Book  will  be  Avritten  up  from  the  invoices  in  alphabetical 
order.  Under  the  name  of  each  creditor  will  be  inserted  particulars 
of  all  the  invoices  relating  to  his  account  in  order  of  date,  the  amounts 
being  entered  in  the  detail  column  and  extended  in  total  into  the  total 
column.  Any  returns  or  allowances  should  be  deducted  from  the  invoices 
to  which  they  relate,  and  the  amounts  of  the  invoice  entered  in  the  Day 
Book  net.  When  the  cash  is  paid,  the  amount  thereof,  together  with  the 
discount  (if  any),  will  be  posted  in  one  figure  from  the  credit  of  cash  to 
the  cash  and  discount  column  in  the  Purchase  Day  Book  opposite  to 
the  item  to  which  it  relates.  Each  item  in  the  total  column  will  be 
extended  into  the  proper  subsidiary  column  to  which  it  refers,  and  the 
totals  of  these  columns  will  be  posted  monthly  to  the  respective  nominal 
accounts. 

The  following  is  a  convenient  ruUng  for  the  book,  with  a  few  specimen 
entries : — 


LLUSTRATION- 


PURCHASE 

DAY 

BOOK 

AND 

LEDGER. 

Date. 

d 

Creditor, 

Detail. 

1 

Total 
■     Credit. 

Date 
Paid. 

1020. 

Mar.  4 
Mar.  4 

1 

m 
o 

J 

31 

Cash 

and 

Discount. 

j 

Materials. 

1 

■ 
Packages. 

Freight. 

Repairs 

and 

Re- 
newals. 

Trade 
Expenses 

1930. 

Feb.  3 
,.     7 
..   21 

M      5 

.,   17 

1 

2 
8 

4 
6 

i 

1 

Aldgate  A  Co. 
Goods 

••  ;::  ;;: 

Braid  A  Pierce 
Goods 

1* 

13 

16 

8 

B. 

0 
0 
0 

0 
0 

d. 

0 
0 
0 

0 

£ 

30 

24 

1 

! 

1 

0 
0 

d. 

0 
0 

£ 

80 
24 

B. 

0 
0 

d. 

0 
0 

£ 
30 

s. 
0 

0 

£ 

24 

B. 
0 

d. 

0 

1 

£ 

8. 

d., 

: 

8. 

d. 

£ 

1 

s. 

d. 
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(b)  Rental  Ledger. 

Where  a  considerable  number  of  properties  are  held  a  Rental  Ledger 
should  be  utilised,  which  may  be  ruled  for  the  purpose  of  recording 
half-yearly,  quarterly  or  weekly  rentals.  An  illustration  is  given  of  a 
Quarterly  Rental  Ledger. 

In  order  to  enable  this  book  to  take  its  place  in  the  double  entry,  the 
totals  of  the  Rent  and  Allowances  columns  should  be  posted  to  the  credit 
and  debit  of  the  Impersonal  Accounts  respectively.  The  total  of  the 
Arrears  carried  forward  column  at  any  date  will  represent  the  outstanding 
debtors  for  rent. 


ILLUSTRATION 


RENTAL 

LEDGER. 

Name  of 
Tenant. 

Pariicolars. 

Quarter  ending 

No. 

Arrears 
brought 
forward. 

Rent 
Payable. 

Total. 

ICB. 
|Fo. 

Caah. 

AUowanoee. 

Arreara 
carried 
forward. 

i 
1 

1 

1 

_ 

1 

j 

1 

(c)  Electric  Light,  Gas  or  Water  Rental  Ledger. 

The  charges  made  by  Electric  Light,  Gas  and  Water  Companies  are 
generally  payable  quarterly  or  half-yearly,  and  a  tabular  system  of 
Consumers'  Ledgers  can  be  arranged  so  as  to  show,  with  a  minimum  of 
labour,  the  total  amount  due  to  the  Company  at  any  given  date,  and  the 
amounts  due  by  eaoh  consumer. 

The  following  is  a  form  of  Water  Rental  Ledger,  and  similar  forms 
can  be  utilised  in  the  case  of  Gas  or  Electric  Light,  varied  to  suit  the 
circumstances. 
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3  i 
Z  JU 

Situation 

of 
Property 

Description 
Property. 

CS  S 

Arrears 
brought 
forward. 

fii 
rji 

Date 
Received. 

Receipt  No. 

Cash 
Received. 

Empty 
Houses. 

Other- 
wise 
Irrecover- 
able. 

Arrears 
carried 
forward. 

Total 

• 

» 

1 

Note  to  Illustration. 

In  order  to  ascertain  the  Total  Amount  due  in  respect  of  Water  charges,  it  wiU  be  necessary 
to  total  each  page  separately,  such  Totals  being  carried  to  a  Summary  Ledger.  The  Summary 
Ledger  will  then  show  the  Arrears  brought  forward,  the  Half-year's  charges,  and  the  Total 
Amount  to  be  collected. 

The  Total  Amount  due  to  the  Company  at  any  given  date  can  be  ascertained  by  means 
of  a  Total  Account  kept  for  each  Ledger,  which  will  be  debited  with  the  Total  Amount  due 
as  shown  by  the  Summary  in  the  Summary  Ledger,  and  credited  with  the  Total  Cash  Paid, 
also  with  the  Amounts  written  oflE  for  Empties  and  Irrecoverables.  The  Totals  for  the  latter 
items  will  be  obtained  from  the  Collectors'  Returns  to  Head  Office. 

The  Balance  due  by  each  individual  will  be  found  on  reference  to  his  Account  in  the 
above  Ledger. 

Payments  on  account  will  be  entered  in  the  Cash  Received  Column,  and  where  two  or 
more  payments  occur  in  the  course  of  any  particular  quarter  or  half-year,  the  second  payment 
should  be  entered  directly  under  the  first  in  the  Cash  Received  Column. 


(d)  Hotel   Visitors'  Ledger. 

The  Personal  Accounts  for  Visitors  at  an  Hotel  can  be  most  con- 
veniently recorded  by  means  of  a  Tabular  Visitors'  Ledger,  which  will 
contain  similar  particulars  to  those  furnished  on  the  Accounts  rendered 
to  visitors. 
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The  follo\ving  is  a  form  of  this  Ledger : — 

VISITORS'    LEDGER. 
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Frii^\  2rd  Stpltmber ;  19S0. 


! 

1 

DBB1T8. 

Name. 

S 

3 

4 

5    ;     e 

1 

7 

8              9 

10 

Name. 

Name. 

Name. 

Name.  |  Name. 

Name. 

Name  '  Name. 

Same. 

loiai. 

1  £   8.  d. 

£B.d.    £8.d. 

£s.d. 

£8.d.     £8.d. 

£8.d.;£8.d.    £8..!. 

£8.d. 

- 

Brought  for.  1  1  12    7 

•        1 

Brought  for. 

Apartmenta    .         12    o 

Apartments 

Board      ... 

Board,  Ac. 

Coals 

. 

Coals 

Break  fasto         !        7    0 

Breakfasts 

LuncheonB,  Ac. 

4    0 

Luncheons 

Dinners  i      10    0 

6    0 

Dinners  ... 

Tea.  Coffee,       I 

1              i 

Tea,  Coffee,      , 

Milki        1    0 

6 

1         !         1 

Milk 

Wine 

5    0 

1         i 

Wine ' 

Spirits     

1     6 

Spirita     

Beer 

Beer 

Minerals 

Minerals ... 

Cigars  and 

Cigars  and        1 

Cigarettes 

Cigarettes' 

Laundry  

Laundry  

Paid  out 

Paid  out     .    . 

Ac. 

1 

1 

Ac. 

Total  £ 

3    7    7 

11    0 

J       ' 

Total  e 

CREDITS. 

3    7    7 

! 

CRBDIT8. 

Cash 

Caah 

Allowances    ... 

1 

Allowances   ... 

Personal  a/cs... 

1 

1 

P«raonala/os... 

Bal.  car.  for. 

11    0 

( 

Bal.  car.  for. 

Totals 

3    7    7 

11    0 

i 

TfiM£ 

^ 

i                       ' 

*~'~~ 

Note  to  Illustration. 

A  separate  page  or  pageB  are  opened  for  each  day's  transactioDS,  and  a  column  provided 
therein  for  each  visitor,  numbered  with  the  number  of  his  room.  The  amount  brought  forward 
at  the  commencement  of  the  page  in  each  column  represents  the  balance  duo  at  the  commence- 
mont  of  the  day  from  the  visitor  concerned.  When  an  account  is  settled,  as  in  column  (1) 
of  the  Illustration,  the  cash  received  is  entered  as  a  credit,  and  there  will  bo  no  balance  to  be 
carried  forward  to  the  next  day's  page. 

Where  circumstances  render  it  desirable,  the  amount  duo  ut  any  iliite  from  a  visitor  can 
be  transferred  to  a  Ledger  Account  in  the  Personal  I.«edgcr,  and  in  this  way  taken  out  of  the 
Visitors'  Ledger. 

The  daily  totals  in  respect  of  each  heading,  both  debits  and  credits,  will  be  entered  in 
the  total  column  on  the  right-hand  side,  and  transferred  to  a  Summary  Ledger,  from  which 
can  be  obtained  the  monthly,  quarterly,  or  half-yearly  totals,  as  the  case  may  be.  These  will 
be  utilised  for  the  purpose  of  the  Imperaonal  Aooounts. 
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(e)  Plant  Ledger. 

It  is  sometimes  advantageous  to  utilise  a  Plant  Ledger  for  the  purpose 
of  keeping  a  separate  account  for  each  machine,  showing  the  cost  or  value 
thereof,  amounts  spent  each  year  on  alterations  and  additions,  on  renewals 
and  repairs,  and  also  the  amounts  written  off  for  depreciation. 

The  follomng  ruling  will  be  found  convenient : — 


PLANT    LEDGER. 
Gas  Engine  No.  3. 


Bought  1st  March,  1918,  for 
£840,  for  driving  in  Shed  B. 


1 

I)at«.  j    Particulars. 

^ 

Cost 

or 

ValuaUon. 

Alterations  and 
Additions. 

Repairs  and 
Renewals. 

Total. 

Date. 

Particulars 

6 

II 

Depre- 

Total. 

" 

Wages,  j  Materials. 

Wages.  Materials. 

1 

ej  a       ciayon. 

1^1 

1919.    1 
July     1  To  Balance  as 
'    per  valuation 
Sept.  30  To  alterations 
'  as  per  analyses 
Oct.   31    To  Jones  &  Co. 
Repairs  to  cy- 
linders  ..     .. 

£     s.  d 
600     0     0 

£    s.  d. 
5  10    0 

£    s.   d 
2     0     C 

£    s.  d     £      s.  d. 

£     s.  d. 

600     0     0 

7  10     0 

1919. 
Dec.  31 

By    Deprecia- 
tion 10  %  on 
£600    for    six 
months  . . 
ByRepairs  A/c 

By  Balance   . . 

£s.  d.  £    8.  d. 

30    0    0 
4  0  0| 

£       .   d. 

30     0     0 
4     0     0 

4     0     0 

4     0     0 

4  0  0 

30    0    0 

34     0     0 
577  10     0 

600     0     01  6  10     0    2     0     0  1                    4     0     0  JOII  10     0 

611  10     0 

1920.  1 
Jan.     I'To  Balance   .. 

£      s.   d. 
677  10     0 

1 

£      s.   d. 
577  10     0 

• 

§  11.— Loose-leaf  and  Card  Ledgers. 

Within  recent  years  the  introduction  of  Loose-leaf  or  Card  Systems 
of  Ledgers  has  become  increasingly  familiar,  and  in  certain  cases  there 
can  be  no  doubt  that  the  advantages  to  be  derived  from  the  use  of  such 
systems  are  considerable. 

A  Loose-leaf  Ledger  is  one,  the  leaves  of  which  are  not  bound  together 
in  the  ordinary  way,  but  inserted  in  a  locking  apparatus  in  such  a 
manner  that  they  can  be  withdrawn,  or  new  leaves  inserted,  by  a  very 
simple  operation. 

A  Card  Ledger  involves  the  utilisation  of  separate  cards  for  each 
Ledger  Account,  which  are  filed  away  in  alphabetical  order  in  Cabinets. 
As  the  Cards  have  to  be  withdrawn  from  the  Cabinet  for  the  purpose  of 
writing  upon  them,  it  is  not  possible  to  take  the  same  precautions  against 
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substitution  as  in  the  case  of  Loose-kaf  ledgers,  where  the  key  locking 
the  Ijedger  can  be  kept  under  the  control  of  some  responsible  official, 
and  the  Card  System  should  therefore  not  be  utilised  unless  strict  super- 
vision is  enforced. 

The  Card  System  is  very  much  utilised  for  statistical  purposes,  such 
as  the  keeping  of  Stock  Accounts,  Cost  Accounts,  and  for  the  anal3r8is 
of  Sales  over  various  zones  or  divisions.  It  has  been  very  usefully 
employed  in  the  case  of  a  Stockbroker's  business,  for  the  purpose  of 
analysing  the  Purchases  and  Sales  made  on  behalf  of  each  client,  so  that 
a  partner  desiring  to  ascertain  the  transactions  that  any  particular  client 
has  been  concerned  in,  has  only  to  call  for  the  Card  in  question,  when 
the  full  record  of  the  transactions  can  be  seen  at  a  glance. 

The  following  are  other  advantages  to  be  derived  by  utilising  these 

systems  : — 

(1)  The  Ledgers  are  continuous,  inasmuch  as  additional  pages  or 
Cards  can  be  inserted  as  required,  and  it  is  therefore  unnecessary 
to  open  new  ledgers  altogether  at  any  one  time. 

(2)  Closed  and  dead  accounts  can  be  withdrawn  from  the  Ledger,  and 
filed  separately.  This  avoids  the  necessity  of  having  to  keep 
such  a  large  number  of  accounts  in  the  Current  Ledgers. 

(3)  For  the  purposes  of  taking  out  balances  or  of  checking  postings, 
the  sheets  or  cards  can,  if  necessary,  be  divided  up  over  a  large 
number  of  clerks. 

The  disadvantages  of  these  Systems  are  as  follows : — 

(1)  As  additional  leaves  are  inserted  as  required,  the  ledgers  cannot 
be  folioed  in  the  ordinary  manner,  though  this  can  be  done  to 
a  partial  extent  under  the  heading  of  each  letter.  In  any  case, 
the  Accounts  must  be  arranged  in  alphabetical  order,  and  the 
usual  posting  folios  cannot  appear  in  the  books  of  Prime  Entry. 

(2)  The  possibiUty  of  Sheets  or  Cards  being  accidentally  lost  or 
destroyed. 

A  A 
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(3)  There  is  a  danger  of  a  fraudulent  substitution  of  one  Sheet  or 
Card  for  another,  in  order  to  conceal  defalcations ;  or  Sheets  or 
Cards  might  be  destroyed  on  purpose  for  a  similar  reason. 

(4)  It  is  possible  that  Loose-leaf  or  Card  Ledgers  might  not  be 
admitted  as  sufficient  evidence  in  a  Court  of  Law,  owing  to  the 
possibiUty  of  substitution ;  but  this  need  not  be  regarded  as  a 
serious  disadvantage,  since  in  any  case  there  is  usually  some 
additional  evidence  for  the  entry,  apart  from  the  record  in  the 
Ledger. 

As  regards  (2)  and  (3),  these  disadvantages  may  be  overcome  to  a 
large  extent  by  the  introduction  of  proper  rules  and  regulations,  which 
are  described  in  Chapter  15,  §  5  {d),  under  the  heading  of  "  Internal  Check." 

§  12.— Stock  Exchange  Transactions. 

Since  the  commencement  of  the  War,  it  has  been  the  practice 
of  the  Stock  Exchange  to  treat  all  dealings  on  a  cash  basis.  As  a 
consequence  the  carrying  over  of  transactions  has  ceased,  diminating 
(.ontango  Charges. 

The  Pre-War  practice  is  dealt  within  this  Section. 

A  full  description  of  all  the  financial  books  necessary  for  recording 
the  transactions  of  a  Stockbroker's  business  and  of  the  machinery 
employed  for  settlements  between  Members  of  the  Stock  Exchange  is  not 
possible  within  the  limits  of  this  work.  The  books  of  Prime  Entry  are 
generally  of  elaborate  design,  aiming  at  a  proper  record  of  transactions 

Lr^  T^     7  P'''''°''  ^"'^  ^*  *^"  "°""^ti°"  of  impersonal  details 

into  totals,  for.  posting  to  the  Nominal  Accounts  concerned. 

mie  broker  deahng  in  stocks  or  shares  on  behalf  of  a  cHent  either 
buys  from  or  sells  to,  a  Jobber.  In  obtaining  a  price  from  the  Jobber 
he  does  not  mtimate  whether  he  desires  to  buy  or  sell,  and  the  quotation 

that  the  Jobber  is  wilhng  to  buy  at  the  lower  price,  or  sell  at  the  higher 
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When  the  transaction  has  been  carried  through,  the  Broker  sends 
a  Contract  Note  to  the  chent.  In  the  case  of  a  Purchase,  this  is  called 
a  Bought  Note,  and  shows  the  amount  due  from  the  client  for  the  Stock 
bought,  plus  the  commission  at  the  agreed  rate,  and  the  cost  of  the  (Con- 
tract Stamp.  In  the  case  of  a  Sale,  it  is  called  a  Sold  Note,  and  shows 
the  amount  due  to  the  cUent  for  the  Stock  sold,  less  commission  at  the 
agreed  rate,  and  the  cost  of  the  Contract  Stamp. 

The  Commission  or  Brokerage  is  according  to  the  official  Scale,  and 
takes  the  form  of  a  percentage  on  the  Stock  or  of  the  money,  or  a  fixed 
sum  per  share,  or  in  certain  cases  a  discretionary  charge. 

The  Client's  Account  is  debited  or  credited  with  the  various  amoimts 
due  from  or  to  him  in  respect  of  these  transactions,  and  the  balance 
of  the  account  should  be  paid  simultaneously  with  the  deUvery  of  the 
Stock  upon  the  following  Settling  Day.  If  the  CUent  does  not  wish 
to  take  up  the  Stock  or  Shares  bought  for  him  at  the  first  Setthng  Day. 
the  bargains  can  be  carried  over  to  the  next  Settling  Day  by  arrangement 
with  the  Broker. 

The  stocks  concerned  will  be  carried  forward  to  the  New  Account 
at  the  making-up  price  of  the  current  Settlement  as  fixed  by  the  Stock 
Exchange  Committee,  and  only  the  balance  of  the  Old  Accoimt  is  then 
due  to  or  from  the  Client  in  cash. 

The  New  Account,  in  addition  to  being  debited  with  the  Stock  or 
Shares  carried  over,  is  charged  with  the  agreed  Contango,  this  being  the 
consideration  in  the  nature  of  Interest  due  to  the  Broker  for  the 
accommodation. 

ILLUSTRATION- 

S.  Fuller  enters  into  the  following  transactions  with  liis  Stockbrokers,  H.  Siinp80D  Jb  Co., 
of  the  London  Stock  Exchange :  — 

On  the  16th  July  he  buys  £10,000  Consols  at  45. 

On  the  20th  July  he  buys  £12,000  Midland  Deferred  at  60. 

On  the  23rd  July  he  buys  £9,000  Great  Eastern  Ordiutry  at  3(». 

On  the  24th  July  he  sells  £10,000  Consols  at  46|. 

On  the'ConsoU  Messrs.  Simpson  &>  Co.  charge  a  conimis.«ion  of  one-oighth  per  cent,  on  the 
nominal  value  of  the  stock,  and  on  the  Railway  Stocks  one-quarter  per  cent,  on  the  stock.  At 
the  close  of  the  Account  S.  Fuller  carriea  forward  the  Midland  and  Great  Ea.stern  stocks  at  51 
and  30|  respectively,  contango  being  charged  at  6  per  cent,  per  annum  on  the  amount  due,  and 
the  following  account  being  a  15-day  account. 

Show  S.  Fuller's  Account  in  Menra.  H.  Simpson  A  Co.'s  Book^,  ignoring  Contract  SUmps. 

A  A  2 
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Dr. 

S.   FULLER 

Or, 

July  16     To  £10,(K)0  Coiisola  @  45      .. 
Commission 

£          8.  d. 

4,600    0    0 

12  10    0 

£      8.    d. 
4.512  10     0 

6,030     0     0 

2,722  10    0 
150     0     0 

July  24 

By  £10,000  Consols  @  45k  .. 

„    Stocks  carried  forward  :— 

£12,000  Midland  Deferred 

@    51 

£9,000     Great     Eastern 
Ordinary  @  301 

£      s.  d. 

6,120     0     0 
2,745     0     0 

£        8.    d. 

4,550     0     0 

„    20      „  £12,000  Midland  Deferred 

@  f>e 

Commission 

6,000     0    0 
80     0     0 

8,865     0       0 

„    23  1    „  £9,000  Great  Eastern  Ordi- 
nary @  30 
Commission 

2,700     0     0 
22  10     0 

„  Cash            

6,120     0     0 
12  11     6 

2,745     0     0 
6  12  10 

£18.415     0     0 

£13.415     0     0 

To  Balance  forward  :— 

£12.000  Midland  Deferred 
@  51 

Contango  

£9,000  Great  Eastern  Ordi- 
nary @  30  J 

Contango  

8.883     4     4 

yote  to  Illustration. 

In  practice  the  Commission  and  Stamp  are  included  with  the  Stock,  the  Client's  Ledger 
Account  only  showing  the  total  of  the  transaction.  The  contango  is  treated  in  a  similar 
manner. 


In  the  event  of  speculative  transactioQS  by  a  Company,  such  as 
a  Finance  Company,  being  open  on  the  Stock  Exchange  at  the  date  of 
the  Company's  Balance  Sheet,  the  question  arises  as  to  how  the  liability 
attaching  thereto  should  be  stated. 

Where  Stocks  have  been  purchased,  but  not  paid  for,  being  carried 
over  to  a  subsequent  account,  it  is  clear  that  there  is  a  liability  on  the 
part  of  the  Company  to  take  up  this  Stock,  but  on  the  other  hand,  they 
may  sell  it  before  the  Settling  Day,  and  the  liability  will  then  resolve  itself 
into  a  settlement  of  differences,  and  if  the  transaction  has  resulted  in  a 
profit  no  liability  will  accrue  at  all.  In  the  same  manner,  when  Stocks 
have  been  sold  which  the  Company  does  not  possess,  and  the  transaction 
has  been  carried  forward,  there  is  a  liability  on  the  part  of  the  Company 
to  purchase  the  Stock  for  delivery,  and  such  purchase  may  have  to  be 
made  at  a  higher  rate  than  the  price  at  which  the  stock  was  sold. 

Until  these  transactions  are  closed,  therefore,  it  is  impossible  to 
ascertain  precisely  the  amount  of  liability  attaching  to  them.  Where 
the  transaction  has  been  closed  before  the  preparation  of  the  accounts, 
but  after  the  date  of  the  Balance  Sheet,  any  loss  which  has  accrued  may 
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be  provided  for,  and  the  liability  can  be  precisely  stated.  Where,  however, 
the  transactions  are  not  closed,  a  note  should  be  made  on  the  face  of  the 
Balance  Sheet,  to  the  effect  that  there  is  a  contingent  liability  in  respect 
of  transactions  open  on  the  Stock  Exchange;  and  where  loss  is  expected, 
of  which  it  is  possible  to  make  some  estimate,  a  reserve  should  be  made 
accordingly. 

It  may  be  noted  that  the  operation  of  purchasing  Stock  and  not 
taking  up  same,  but  carrying  it  forward  in  the  hope  of  selling  at  a  higher 
price,  is  termed  to  "  bull "  the  Stock.  The  contrary  operation  of  selling 
Stock  and  not  delivering  the  same,  but  carrying  it  forward  in  the  hope 
of  being  able  to  purchase  at  a  lower  price,  is  termed  to  *'  bear  "  the  Stock. 


§  13.— Outstanding  Costs  in  the  Business  of  a  Professional  Man. 

At  the  end  of  each  financial  period  there  \^ill  be  a  certain  amount  of 
uncompleted  work  in  hand  for  which  accounts  have  not  boon  sont  out 
to  the  Clients. 

Before  arriving  at  the  Profit  or  Loss  for  the  period  under  review,  the 
value  of  this  outstanding  work  should  be  taken  into  account,  as  the  period 
in  which  the  work  has  been  done  should  get  the  benefit  of  the  proportionate 
part  of  the  fee.  It  is  unwise  to  debit  the  Clients'  Accounts  until  bills 
have  been  actually  rendered,  as  this  may  very  easily  lead  to  confusion 
and  difficulties. 

The  best  method  is  to  pass  an  entry  through  the  Journal,  debiting 
Work  in  Progress,  and  crediting  Fees  and  Charges  Account.  In  the 
narrative  of  this  Journal  entry,  full  details  of  how  the  amount  has  been 
arrived  at,  together  with  the  names  of  the  various  clients  concerned, 
should  be  given.  In  estimating  the  value  of  outstanding  work,  full 
allowance  should  be  made  for  contingencies  and  possible  reductions  in 
account,  and  only  a  very  conservative  valuation  taken  into  consideration. 

It  is*^not  usual  in  practice  to  open  a  special  account  for  Work  in 
Progress,  but  to  bring  down  a  debit  balance  on  the  Fees  and  Charges 
Account.  This  will  be  brought  into  the  Balance  Sheet  as  an  asset,  under 
the  heading  of  **  Uncompleted  Work." 
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ILLUSTRATION- 

F.  Adams  started  in  practice  as  a  Professional  Accountant  on  the  1st  July,  1919.  He 
decides  to  prepare  Accounts  half-yearly,  on  the  30th  June  and  31st  December  in  each  year. 

The  net  fees  for  the  half-years  ending  31st  December,  1919,  and  30th  June,  1920,  amounted 
to  £487  and  £621  respectively,  and  the  uncompleted  work  was  estimated  at  31st  December, 
1919,  to  be  worth  £126,  and  at  30th  June,  1920,  £233. 

Show  the  Fees  and  Charges  Account  for  the  two  periods,  bringing  down  as  a  debit  balance 
on  the  account  the  amount  of  uncompleted  work  at  the  end  of  each  period.  Also  show  the 
Journal  entry  necessary  to  record  the  uncompleted  work  at  31st  December,   1919. 

The  following  is  a  list  of  clients  for  whom  work  was  done  during  the  six  months  ending 
3l8t  December,  1919,  but  to  whom  no  accounts  had  been  rendered  ;  together  with  the  estimated 
value  of  such  work  : — 


P.  Robinson 
F.  Smith 
W.  Fuller 
II.  Sadler 


£  s.  d. 

42  0  0 

63  0  0 

5  5  0 

15  15  0 

£126  0  0 


Vr. 


FEES    AND    CHARGES    ACCOUNT. 


Cr. 


1910. 
Dec.  31 


1920. 
Jan.     1 
June  30 


To  P.  &  L.  Account 


To  Balance     . . 
„   r.  «Sr  L.  Account 


July     1         To  Balance 


£ 
613 

s. 
0 

d. 

0 

£613 

0 

0   j 

£ 
126 

728 

s. 
0 
0 

d. 

s  ' 

1 

£854 

0 

0 

£233 

0 

0 

1919. 
Dec.  31 


1920. 
June  30 


By  Sundries 

„    Balance  for  Uncompleted 
work    . . 


By  Sundries 

„    Balance  for  Uncompleted 
work 


£ 

487 

s. 
0 

d. 
0 

126 

0 

0 

£613 

0 

0 

£ 
621 

s. 
0 

d. 

0 

233 

0 

0 

£854 

0 

A 

JOURNAL. 


Uncompleted  Work  Account . . 

To  Fees  and  Charges  Account 

BeiuT  es*^.imated  value  of  Uncompleted  work  at  Slst  December  1919,  as  follows 

£     s.   d. 

P.  Robinson 42     0     0 

F.  Smith 63     0     0 

W.  Fuller  550 

H.  Sadler  15  15    0 


Dr. 


^ 

B 

d. 

£ 

8. 

d. 

126 

0 

0 

126 

0 

0 

£126     0     0 
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§  14. — Assurance  Companies'  Accounts. 

The  Assurance  Companies'  Act,  1909,  which  came  into  force  1st 
July,  1910,  repealed  the  Life  Assurance  Companies'  Act,  1870,  under 
which  special  forms  of  Account  were  rendered  compulsory  for  Life 
Assurance  Companies. 

These  forms  were  also  repealed,  and  new  forms  were  prescribed 
which  appear  as  Schedules  to  the  Assurance  Companies'  Act,  1909,  and 
relate  to  Companies  carrying  on  the  following  classes  of  business : — 

(a)  Life  Assiurance. 

(b)  Fire  Insurance. 

(c)  Accident  Insurance. 

(d)  Employers'  Liability  Insurance. 

(e)  Bond  Investment  Business. 

The  usual  Accounts  take  the  form  of  a  Revenue  Account,  Profit  and 
Loss  Account  (except  where  the  Company  carries  on  an  Assurance  business 
of  one  kind  only,  and  no  other  business)  and  Balance  Sheet.  The  Revenue 
Account  shows  on  the  debit  side  the  amount  of  funds  at  the  commencement 
of  the  year,  Premiums,  &c. ;  and  on  the  credit  side.  Claims,  &c.,  and 
Expenses  of  Management. 

The  balance  of  this  Account  represents  the  amount  of  the  funds  at 
the  end  of  the  year,  and  shows  as  such  in  the  Balance  Sheet.  It  should 
be  particularly  noted  that  both  in  the  Revenue  Account  and  in  the 
Profit  and  Loss  Account  the  Income  appears  on  the  debit  side,  and 
the  Expenditure  upon  the  credit  side. 

The  following  are  the  forms  of  Account  prescribed  : — 
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ILLUSTRATION- 


FIRST   SCHEDULE. 


N.B. — Where  marine  insurance  business,  or  sinking  fund  or  capital  redemption  insurance 
business  is  carried  on,  the  income  and  expenditure  thereof  to  be  stated  in  like  manner  in 
separate  accounts.  Any  additional  businesses  (including  employers'  liability  insurance 
business  transacted  out  of  the  United  Kingdom)  to  be  shown  in  a  separate  inclusive 
general  account. 


(.4.)— FORM   APPLICABLE   TO   LIFE   ASSURANCE    BUSINESS. 


Revenue  Account  of  the 


FOR  THE  Year  ending 


IN    RESPECT  OF  LiFE  ASSURANCE  BUSINESS. 


19 


Business 
within  the 

United 
Kingdom 

Business 
out  of  the 

United 
Kingdom. 

1 
Total. 

Amount    of    Life    A 
Fund  at  the  begii 
the  year 

Premiums 

Consideration    for    A 
granted 

Interest,  Dividends, 
and  Rents 

Less    Income    Tax 
thereon    . . 

ssurance 
ining  of 

annuities 
£    s.   d. 

£     s.   d. 

£       B.    d. 

£    8.   d. 

1 

Claims    under    Policies   paid 
and  outstanding  : — 

By  Death 
By  Maturity 

Surrenders,  including  Sur- 
renders of  Bonus     . . 

Annuities 

Bonuses  in  Cash 

Bonuses  in  Reduction  of 
Premiums 

Commission 

Expenses  of  Management      . . 

Other  payments  (accounts  to 
be  specified) 

Amount  of  Life  Assuraoce 
Fund  at  the  end  of  the  Year, 
as  per  Third  Schedule 

Other  Receipts  (acc( 
be  specified) 

junts   to 

1 

£ 

£ 

1  1 II 1 1 II 1 1 

Business 
within  the 

United 
Kingdom. 


£     s.   d. 


Business 
out  of  the 

United 
Kingdom. 

£       s7~d: 


Total. 


NOTi  1. — Companies  having  separate  accounts  for  Annuities  to  return  the  particulars  of  their  Annuity  bushiess  in  a  separate 
statement. 

Note  2.— Companies  having  both  Ordinary  and  Industrial  branches  to  return  the  particulars  of  the  business  in  each  depart. 
ment  separately. 

NOTB  3. — Items  in  this  Account  to  be  net  amounts  after  deduction  of  the  amounts  paid  and  received  in  respect  of  re-assuraiices^ 
of  the  Company's  rislcs. 

Note  4.— if  any  sum  has  been  deducted  from  the  expenses  of  Management  Account,  and  talien  credit  for  in  tlie  Balance 
Sheet  as  an  asset,  the  sum  so  deducted  to  be  separately  shown  in  the  above  Account. 

Note  5.— Particulars  of  the  new  Life  Assurances  effected  during  the  ye^r  of  account  to  be  appended  to  the  above  Account, 
showmg  separately,  as  respects  business  within  and  business  out  of  the  United  Kingdom,  the  number  of  Policies, 
the  total  sums  assured,  the  amount  received  by  way  of  single  premiums,  and  the  amount  of  the  yearly  renewal 
premmm  mcome,  the  items  to  be  net  amounts  after  deduction  of  the  amounts  paid  and  received  in  respect  of 
re-assurances  of  the  Company's  risks.  The  particulars  as  to  yearly  renewal  premium  income  need  not  be  furnished 
m  respect  of  Industrial  business. 

Note  6.— "The  columns  headed  "  Business  out  of  the  United  Kingdom,"  in  the  case  of  Companies  having  their  Head  Office 
in  the  United  Kingdom,  apply  only  to  business  secured  through  Branch  Offices  or  Agencies  out  of  the  United 
Kmgdom. 
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(5.)— FORM   APPLICABLE   TO   FIRE    INSURANCE   BUSINESS. 

Revenue  Account  of  the  for  the  Yeab  ending  19 

IN  respect  op  Fire  Insurance  Business. 


Amouot  of  Fire  Insurance  Fnnd  at 
the  beginning  of  the  year  : — 

Reserve  for  unexpired  risks 

Additional  Reserve  (if  any) 


Premiums 


Interest,  Dividends,  and  Rents 
£«M  Income  Tax  thereon 


Other  Beceipte  (accounts  to  be  specified)  . . 


Claims  under  Policies  paid  and  outstanding 

Commission  

Expenses  of  Management 
Contributions  to  Fire  Brigades  . . 


Other  Payments  (accounts  to  be  specified) 

£    s.  d. 

Amount  of  Fire  Insurance  Fund  at 

the  end  of  the  year  as  per  Third 

Schedule : — 

Reserve    for    unexpired    risks 

being  per  cent,  of 

premium  Income  for  the  year 

Additional  Reserve  (if  any)    . . 


£    8.    d. 


NOTX  1.— Items  in  this  Account  to  be  the  net  amounts  after  deduction  of  the  amounts  paid  and  received  in  respect  of 

re-insurances  of  the  (Company's  risks. 
NOTB  2. — If  any  sum  has  been  deducted  from  the  Expenses  of  Management  Account,  and  taken  credit  for  in  the  Balance 

Sheet  as  an  asset,  the  sum  so  deducted  to  be  separately  shown  in  the  above  Account. 


(0.)— FORM   APPLICABLE   TO   ACCIDENT   INSURANCE    BUSINESS. 

Revenue  Account  of  the  for  the  Year  ending  19 

IN  respect  of  Accident  Insurance  Business. 


Amount  of  Accident  Insurance  Fund 
at  the  beginning  of  the  year  :— 

Reierve  for  Unexpired  Risks    . . 

Total    estimated    liabUity     in 
respect  of  outstanding  claims 

Additional  B«Mnre  (If  any) 


Premiums 

Interest,  Dividends  and  llentn 
L«$$  Income  Tax  thereon  . . 

Other  Keceiptt  (acooonta  to  be 


£   8.  d 


£    8.   d 


£    s.  d 


Payments  under  Poliries,  including    Medloal 
and  Legal  Expenses  in  connection  therewith 

Commission  

Expenses  of  Management  

Other  Payments  (accounts  to  be  specifled)    . . 

I  £   8.  d. 
Amount  of  Accident  Insurance  Fund 
at  the  end  of  the  year  as  per  Third 
Sobedule : — 
Reserve   for    Unexpired    Risks , 
being  per  cent,  of , 

Premium  Income  for  the  year 
Total    eaUmated    liabUlty     ' 


£    8.   d 


respect  of  outstanding  < 
as  per  Fonrth  Sehedole  (0) 

(If  any) 


NOTB  1.— Items  in  this  Aoooont  to  be  the  net  aiiioonU  after  deduction  of  the  amoonU  paid  and  reoelvad  In  rwpeci  of 

re- insurances  of  the  Company's  rlaka. 
Non  2.— If  any  sum  has  baen  dadneted  from  the  Bxpmuas  of  XanaMment  Aooonnt.  and  Uken  credit  for  In  the  Balance 

Sheet  as  an  asset.  Um  Mun  40  dadaeied  to  be  •apamtoljr 


shown  In  the  above  Account. 
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(D.)_FORM  APPUCABLE  TO  EMPLOYERS'  LIABILITY  INSURANCE  BUSINESS 

Revbnue  Account  of  the  for  the  Yeah  ending  19       in  respect 

OF  Employers*  Liability  Insurance  Business  transacted  within  the  United  Kingdom. 


AmoaQtof  Employers'  Liabilitv 
Insurance  Fund  at  the  begin- 
ning of  the  year : — 

Reserve  (or  unexpired  risks 

Total  EsUmated  LiabUity  in 
respect  of  Outstanding 
claims 

Additional  Reserve  (if  any) 


i  8.  d.  I  £  8.  d. 


Premiums 


Interest,  Dividends,  and  Rents 
Less  Income  Tax  thereon. . 


£  s.  d. 


Other  Receipts  (Accounts  to  be  8pecifl<)d) 


Payments  under  Policies,  including  medical 
and  legal  expenses  in  connectiun  there- 
with   

Commission  . .         . .         . .         . .         . .    i 

Expenses  of  Management  . .         . .         . .    ; 

()t(ier  Payments  (Accounts  to  be  specified 

Amount  of  Employers'  Liability     £  s. 

Insurance  Fund  at  the  end  of 

the  year,  as  per  Third  Schedule  : 

Reserved     for     Unexpired 

Risks,  being        per  cent. 

of  Premium  Income  for 

the  year  

Total  Estimated  Liability 
in  respect  of  Outstanding 
claims,  as  per  Fourth 
Schedule  (D) 

Additional  Reserve  (if  any) 

£; 


£  s.  d 


Nan  1. — Items  in  this  Account  to  be  the  net  amounts  after  deduction  ot  the  amounts  paid  and  received  lu  respect  of 
re-insurances  of  the  Company's  risks. 

Note  2. — If  any  sum  has  been  deducted  from  the  Expenses  of  Management  Account,  and  taken  credit  for  in  the  Balance 
Sheet  as  an  asset,  the  sum  so  deducted  to  be  separately  shown  in  the  above  Account. 


(£?.)— FORM    APPLICABLE    TO    BOND    INVESTMENT   BUSINESS. 

Revenue  Account  of  the  for  the  Year  ending  19 

in  respect  of  bond  investment  and  endowment  certificate  business. 


Amount  of  Bond  Investment  and 
Endowment  Certificate  Fund  at 
the  beginning  of  the  year 

Additional  Reserve  (if  any) 


Premiums 


Interest,  Dividends,  and  Bents. . 
Less  Income  Tax  thereon . . 


£  8.  d.     £  s.  d. 


£  8.  d. 


Other  Receipts  (accounts  to  be  specified). . 


Claims  under  Bonds  and  Certificates,  paid 
and  outstanding  . . 


£  8.  d. 


Commission 


Expenses  of  Management 

Other  Payments  (accounts  to  be  specified) 

£  3.  d. 
Amount  of  Bond  Investment  and 
Endowment   Certificate   Fund 
at  the  end  of  the  year  as  per 
Third  Sche  lule 

Additional  Reserve  (if  any) 


Note  l. — Items  in  this  Account  to  be  the  net  amounts  after  deduction  of  the  amounts  paid  and  received  in  respect  of 
re-insurances  of  the  Company's  risks. 

Note  2. — If  any  sum  has  been  deducted  from  the  Expense^-  of  Management  Account,  and  taken  credit  for  In  the  Balance 
Sheet  as  an  asset,  the  sum  so  deducted  to  be  separately  shown  in  the  above  Account. 
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SECOND   SCHEDULE. 
Profit  and  Loss  Account  of  the  for  the  Year  ending 


RalaDce  of  last  year's  Account 
Interest  and  Dividends  not  carried  to 
other  Accounts 

Le$s  Income  Tax  thereon 


Proflt  realised  (accounts  to  be  specified) 
Other  Receipts  (accounts  to  be  specified) 


Dividends  and  Bonuses  to  Shareholders 
Expenses  not  charged  to  other  Accounts 
Loss  realised  (accounts  to  be  specified) 
Other  payments  (accounts  to  be  specified) 
Balance  as  per  Third  Schedule 


19 


£   t.  d. 


THIRD   SCHEDULE. 
Balance  Sheet  of  the  on  the 


19 


Liabilities. 
Shareholders'  Capital  pjiid  up  (if  any) 
Life  Assurance  Funds*  : — 

Ordinary  Brancli  

Industrial      do. 

Annuity  Fund* 

Fire  Insurance  Fund 

Accident  Insurance  Fund 

Employers'  Liability  Insurance  Fund 

Bond  Investment  and  Endowment  Certificate 

Fund 

ilarine  Insurbnce  Fund  

Sinking  Fund  and  Capital  Redemption  Fund 

Profit  and  Loss  Account         

Other  Funds  (if  any)  to  be  specified  . . 


Claims  admitted  or  intimated  but  not  paidf . . 

Life  Assurance 

Fire  Insurance     

Bond  Investment  


Annuities  due  and  unpaid! 

Other  sums  owing  by  the  Company!  (to  be  stated 
separately  under  each  class  of  business) . . 


£t.d. 


Assets. 
Mortgages  on  Property  within  the  United  Kingdom 
Do.  do.        out  of  the  United  Kingdom 

Loans  on  Parochial  and  other  Public  Rates 

Do.      Life  Interests  

Do.      Reversions 

Do.      Stocks  and  Shares 

Do.      Company's  Policies  within  their  Surrender 

values 

Do.      Personal  Security 

Investments : — 

Deposit  with  the  High  Court  (Secorltie*  to  be 

specified)  

British  Government  Securities 

Municipal    and    County    Securities,    United 

Kingdom         

Indian  and  Colonial  Government  Securities  . . 
Do.  Provincial  Securities      .. 

Do.  Municipal      do. 

Foreign  Ooveniment  Securities 

Do.    Provincial  Securities 

Do.     Municipal        do.  

Railway  and  other  Debentures  and  Debentan 

Stocks — Home  and  Foreign 
Railway  and  other  Preference  and  Guaranteed 

Stocks  

Do.     Ordinary  Stocks  

Rent  Charges 

Freehold  Ground  Rents 
Leasehold         do. 

House  Property 

Life  Interests 
Reversions 
Agents'  Balances 

Outstanding  Premiumst  

Do.         Interest,  Dividends,  and  Rentst 

Interest  accrued  but  not  payablet 

Bills  Receivable  

Cash  : 

On  Deposit 

In  Hand  and  on  Current  Account 
Other  AsseU  (to  be  specified) 


£  cd. 


X\     of 

,   ..    .ril\ 
Ki'iil,  or 


*  Life  Companies  having  separate  annuity  fund  to  show  amount  thereof  separately. 

t  These  items  are  or  hsTe  been  Included  In  the  corresponding  Items  in  the  First  Schedule. 

NOTB  1.— When  part  of  the  assets  of  the  Company  are  specifically  deposited,  under  local  law!«.  in  vari' 

the  United  Kingdom,  as  security  to  holders  of  Policies  there  issued,  each  such  pla^  c  and  the  anx  >  i 

lodged  therein  must  be  specified  in  respect  of  each  class  of  business,  except  that,  in  the  case  of  nr^ 

Bmployers'  Liability  Insnranoe  business,  it  shall  bo  sufflcient  to  state  the  fact  that  a  part  of  the  a<«ArUi  has 

been  so  deposited. 
Kon  f.— A  BsUnoe  Sheet  In  the  above  Form  must  be  rendered  in  respect  of  asoh  separate  Fund  for  which  noparate 

InTestuieiits  sre  made. 
NOTK  8.— The  Balance  Sheet  must  state  how  the  values  of  the  Stock  Exchange  seeorltles  are  arrived  at,  snd  a  r4>rtmcatc 

must  be  appended,  steed  by  the  same  persons  as  sign  the  Balance  Sheet,  to  the  effect  that  In  "       '   m  f  the 

MseU  «et  forth  In  Uie  BaUnce  Sheet  are  In  the  aggregate  fully  of  the  ralae  stated  therein,  les<  oent 

Reserve  Pnnd  taken  Into  aeoount.     In  the  ease  of  a  Onmpanv  transacting  Life  Assurance  l> .  !'<>nd 

Inrestroent  business,  this  Oertlfloate  Is  to  be  given  on  the  <  >  >l v  when  a  statement  respect  mg  vamat  ion 

under  the  Fourth  Sobedole  Is  made. 
Non  4.— In  the  ease  of  a  OompMiy  required  to  keep  separate  fun  i  tion  :)  of  this  Act,  a  Certificate  must  be 

appended,  signed  by  the  same  penoos  as  signed  the  Balance  ^  '  '  v  the  Auditor,  to  the  effect  that  no 

part  of  any  soch  fund  has  been  nrolM.  dirsetly  i 

to  which  it  is  applicable. 


ftpplM.  dlraetly  or  hidlxMtljr.  f< 


other  than  the  class  of  business 
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Every  Assurance  Company  must,  once  in  every  five  years,  or  at 
such  shorter  intervals  as  may  be  prescribed  by  its  regulations,  cause 
an  investigation  to  be  made  into  its  financial  position,  including  a 
valuation  of  its  Liabilities  by  an  Actuary.  In  the  case  of  Life  Companies 
it  is  necessary  to  make  an  Actuarial  Valuation  of  the  net  Liabilities 
outstanding  before  arriving  at  the  profits,  and  it  is  therefore  only  possible 
to  ascertain  these  exactly  when  the  Valuation  Balance  Sheet  above 
referred  to  is  prepared.  The  excess  of  the  Life  and  Annuity  Funds 
over  the  net  liability  on  Life  Assurance  and  Annuity  transactions  is 
then  regarded  as  profit.  Such  profit  is  usually  divided  in  certain 
proportions  between  the  PoHcyholders  and  the  Shareholders,  the  pro- 
portion going  to  the  former  being  termed  a  bonus. 

In  the  case  of  Mutual  Companies,  the  whole  of  the  profit  goes  to  the 
Pohcyholders. 

This  method  of  ascertaining  a  profit  is  similar  to  the  principle  of 
ascertaining  profit  imder  Single  Entry.  It  must  not  be  supposed,  however, 
that  the  Accounts  of  these  companies  are  kept  by  Single  Entry,  and  the 
term  in  this  connection  is  really  a  misnomer.  The  profit  having  been 
arrived  at  in  the  above  manner  by  actuarial  calculation,  is  dealt  with  on 
the  principle  of  Double  Entry,  by  debiting  Life  Assurance  Account  and 
crediting  Profit  and  Loss  Account. 

Double  Entry  is  not  only  applicable  to  Life  Insurance  Companies' 
Accounts,  but  is  the  only  system  under  which  they  can  be  properly  recorded. 

The  following  is  the  form  of  Valuation  Balance  Sheet  prescribed : — 


(FoBM  referred  to  under  Heading  No.  7  in  Fourth  Schedule  (A).) 
Br.  Valuation  Balance  Sheet  of  as  at  19  Cr. 


To  net  Liability  under  Life  Assurance 
and  Annuity  transactions  (as  per 
Summary  Statement  provided  in 
Fourth  Schedule  (A)  ) 

To  Surplus  (if  any)  


By  Life  Assurance  and  Annuity   Funds 
(as  per  Balance  Sheet  under  Schedule  3) 


By  Deficiency  (if  any) 


§14-] 
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ILLUSTRATION- 

From  the  following  Ledger  Balances  of  a  Life  Insurance  Office,  doing  business  within 
the  United  Kingdom  only,  prepare  a  Revenue  Account  and  a  Balance  Sheet  : — 


Claims  (less  Be- insurances)         

Mortgages  on  Property  within  the  United  Kingdom  

Endowment  Policies  matured 

Endowment  Policies  matured  but  not  paid 

Mortgages  on  Parochial  and  Borough  Hates  

Annuities  due  but  not  paid 

Policies  surrendered 

Consideration  for  Annuities  granted    . . 

Annuities    . . 

Interest,  Dividends,  and  Rents  received 

Loans  on  Policies  within  their  Surrender  value 

Claims  outstanding  from  previous  years 

Medical  Fees  

Agents'  Balances  due  by  Office 

Premiums  on  Credit  PoUcies  fully  secured     . . 

Directors'  Remuneration..         ..         ». 

Funds  at  beginning  of  year       . .  . .  . .  . .         . .         1 

Premiums  (leas  paid  for  Re-insurance)  

Auditors'  Fees 

Actuary's  Fee  (Consulting)         

Agents    Balances 

Commission  due  but  not  paid 

Funds  at  end  of  year 1 

Outstanding  Premiums 

Salaries  and  Income  Tax  

Printing,  Rent,  <kc 

Cash  Bonuses  Paid  

Commission 

Life  Interest  and  Reversions 

Claims  admitted  but  not  paid 

Cash  in  hand  and  at  Bank       . .  

Outstanding  Interest,  due  to  Office 

British  Government  Securities  . . 

Indian  and  Ck)lonial  Government  Securities  . . 

Fines  and  Fees  received  

Railway  and  other  Debentures  

Railway  Stocks,  Preference        

Freehold  Ground  Rents 


£    8. 

d. 

77,897  8 

I 

334.400  0 

0 

28.914  15 

4 

9.145  19 

4 

360.«85  15 

1 

200  0 

0 

8.692  8 

3 

2.014  1 

9 

12,670  15 

1 

64,709  4 

0 

121,563  13 

6 

833  9 

3 

SOO  0 

0 

127  13 

3 

1.300  0 

0 

2.381  12 

6 

,730,292  11 

5 

132.302  8 

8 

152  10 

0 

35  0 

0 

17.898  0 

0 

128  1 

6 

.694.853  11 

5 

2,258  8 

4 

8,155  6 

6 

4,998  17 

8 

85.841  2 

11 

4,004  10 

0 

8,763  18 

1 

8,766  4 

7 

2.791  13 

18,263  4 

8 

54,852  17 

10 

121.300  0 

0 

79  11 

11 

125,653  7 

4 

833,790  8 

0 

210.028  IS 

4 

BALANCE   SUEET. 


LlABILITIBS. 

Life  AMorance  Fund 

CUinu  outatanding  from  previous 


8.  d. 


ObmnSi 


883 
8,706 


admitted  but  not  paid 
Endowment  PoUcies  matured  but 

not  paid 9.145 


Annuities  dae  but  not  paid 
Agents'  Balances  dae  by  Office 
Conunlssicm  doe  but  not  paid 


19  4 


£    8. 
1,094,858  11 


18.745  13 
200  0 
127  13 
123  1 


U,71i^9  19    4 


,  A88BT8. 

Mortgages    on     Property    within 
the  United  Kingdom.. 
'  Loans  on  Parochial  and  Borough 

Rates 

Loans  on  Life  Interests  and  Be> 

versions 

I  Loans    on     Company's     Policies 
I        within  their  Surrender  valaej 
I  Premiums  on  Credit  Policies 
!  Investments : — 

1^--'  '  '         - •"     urIUes 

I  vem- 


Cash  1m  iMMMt  MMl  on   Current 


£    S.  d. 

£    s.  d. 

S84.400  0  0 

S00.066  15  1 

8,70S  18  1 

121.60S  IS  6 
1,S00  0  0 

54.852  17  10 

121.800  0  0 
125.5&S  7  4 
SSS.790  8  0 
210.028  IS  4 

840,126  0  0 
lUm    0  0 

8^  8  4 
18»tOS  4  8 

2,791  IS     2 


Cl,714/>49  19     4 
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Dr. 


REVENUE   ACCOUNT. 


Amount  of  Ufe  Assurance  Fond  at 
the  beginning  of  the  year 

PremluniB  (less  paid  for  £e- 
insurances)  

Consideration  for  Annuities  granted 

Interest,     Dividends    and     Rents 
received 

Fines  and  Fees  received    . . 


£       s.    d. 

1,730,292  11    5 


132,802    8 
2.014     1 


64,709     4 
79  11 


£1,029,397  17     9 


Claims  under  Policies  paid  and 
outstanding  (after  deduction 
of  sums  Re-insured) : — 
By  Death    . . 
By  Maturity 


Surrenders 

Annuities 

Bonuses  Paid     . . 

Commission 

Expenses  of  Management : — 
Medical  Fees  . . 
Direct  rs'  Remuneration 
Auditors'  Fees 
Actuary's  Fee  (consulting) 
Salaries  and  Income  Tax 
Printing,  Rent,  Ac.  . . 


Amount  of  Life  Assurance  Fund 
at  the  end  of  the  year,  as  per 
Third  Schedule 


Or. 


s.  d. 


77,897  8 
28,914  15 


800  0 

2,381  12 

152  10 

35  0 

8,155  6 

4,998  17 


s.  d. 


106,812  3  5 

8,692  8  3 

12,670  15  1 

85,841  2  11 

4,004  10  0 


16.523  6  8 


1,694,853  11  5 


£1,929,397  17  9 


§  15. — Accounts  of  Charitable  Institutions. 

The  accounts  of  Charitable  Institutions  present  no  outstanding 
features  of  any  difficulty,  and  it  is  proposed  here  to  deal  merely  with 
various  forms  and  books  of  account  which  necessitate  special  rulings. 


(a)  Specified   Forms  of  Accounts. 

In  connection  with  Hospital  Accounts,  those  institutions  receiving 
grants  from  the  King  Edward's  Hospital  Fund  for  London,  the  Metro- 
politan Hospital  Sunday  Fund,  and  the  Hospital  Saturday  Fund,  are 
required  to  prepare  accounts  in  a  specified  form. 

The  Income  and  Expenditure  Account  is  so  arranged  that  the  various 
sources  of  income  and  expenditure,  both  ordinary  and  extraordinary, 
may  be  clearly  seen  and  readily  compared  with  those  of  previous  periods. 
The  Income  is  shown  on  the  debit  side,  and  the  Expenditure  on  the  credit 
side,  reversing  the  usual  practice. 

The  official  forms  of  both  Income  and  Expenditure  Account  and 
Balance  Sheet  are  copyright,  and  are  reproduced  here  by  permission. 


§:<  14-15.] 
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BALANCE    SHEET,    31st  December,   19 
Revised  Form,  February,  1909. 


1.  To  Sundry  Crboitors  :  - 

{To  include  ail  Tradesmen's  unpaid 
accounts  and  accrued  liabUUies.) 

2.  „    Loans  to  Hospital  :— 

{To  be  detailed.) 

3.  „   Capital  Accounts  :— 

(A)  For  Special  Purposes— 
(a)  Hospital  Endowments  : 
(6)  Other  Special  Purposes  : 

(B)  For  Building  and  Equipment — 
(c)    For  General  Purposes — 

4.  .,    Unexpended    Income    Balances 

OF  Special  Funds  : — 

{To  be  detailed.) 

5.  „    •INCOME  ASD  EXPEyDITrRE 

ACCOUNT  — 

Balance  at  Jan.  1,  19 

Add   Excess  for  year  to   Dee.  31, 
19  


£   8.  d.  £   s.  d. 


Bt  Cash  at  Bank  aitd  tir  Hand  :— 

(a)  Generally  on   account   of  the 

HospiUl  

(b)  On  account  of  Special  Funds — 
(Separating    uninve^ad   or    unsx 

pended  Capital  from  umexptmdti 
Income  Balances.) 

„   SUNDRY  Debtors  :— 

„    Investments     on     Capital     Ac- 
counts : — 
{As  detailed  on  pages  ) 

(A)  For  Special  Purposes— 
(a)  Hospital  Endowments 
(6)  Other  Special  Purposes 

(B)  For  Buildings  and  Equipment  . . 
(c)  For  General  Purposes    . . 

„    Investments  in  respect  of  Un- 
expended Income :— 


Land,  Buildings  and   E<)uipmbnt 

of  the  Hospital  :— 

{State  separately  where  practicable. 
Expenditure  from  19 

to  Dec.  31,  19        

Expenditure  during  the  year  ending 

Dec.  31,  19  


£  i.  d.  £   t.  d. 


•  Note. — This  Account  will  be  stated  on  the  other  side 
should  it  show  a  deficit. 


Memorandum. 

If  amounts  have,  by  due  authority,  been  lent  to  the  Hospital  out  of  any  of  its  other 
funds  to  General  Purposes  Fund,  the  loan  should  appear  as  a  liability  on  the  left-hand  side  of 
the  Balance  Sheet,  and  as  an  Investment  of  the  Fund  on  the  right-hand  side. 

The  fnvestments  of  the  Funds  should  be  set  out  on  the  Balance  Sheet  in  detail,  or,  if 
numerous,  should  appear  in  a  Schedule,  to  which  reference  should  be  made  in  the  Balance  Sheet. 

If  the  Hospital  hjvs  landed  property  or  estates,  their  cost,  and  the  Funds  with  which  they 
were  acquired,  should  be  stated  in  the  Balance  Sheet ;  but  in  many  cases  this  is  impossible, 
cither  because  the  estates  themselves  have  been  given  without  valuation  to  the  Hospital,  or 
because  the  necessary  information  is  not  now  available,  and  the  same  diflOculty  may  occur 
in  the  case  of  the  Site,  Buildings  or  appliances  of  the  Hospital  itself  ;  in  which  ca^es  the  following 
note,  or  a  modification  thereof,  will  be  necessary  : — 

The  following  property  is  not  included  in  the  Balance  Sheet — (a)  The  Site,  Building!, 

Furniture,  and  Appliances  of  the  Hospital,  or  (6)  Landed  Property  and  Estates, 

particulars  of  which  are  set  out  in  Schedule  page 

In  the  case  of  landed  property  or  estates  an  Account  should,  however,  be  published, 

showing  the  year's  Income  received  from  the  Property,  and  the  Expenses  of  Management  and 

Collection,  dec.,  leaving  a  balance  to  be  carried  to  the  Income  and  Expenditure  Account,  or  to  a 

Special  Fund,  as  the  case  may  be. 


This  form  Is  reprtoted  by  pmhUmIoq  from  p.  10  of  tbt  uniform 
by  King  Bdward's  HosplUl  Fiuid  tot  Loadoo,  the  ItotropollUa  H< 
Fund  (seooad  edlUoo,  Febroanr.  1900),  paUlihwl  by  Qmtf  Barber, 
cxpUnatkms  will  be  foond  lo  Ibe  above^meotlooed  pablleatlTO 


system  of  HosplUl  AeoMmU  M  rertsed  sod  adopted 
tonUsI  Soaday  Fluid,  aad  the  HonlUl  Satarday 
.^FanUnnimtrKolboni,  London.  K.C.    m\ 
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(b)  Columnar  Cash  Book. 

It  is  very  convenient  for  Charitable  Institutions  to  have  Cash  Books 
ruled  in  such  a  way  that  the  subscriptions  and  donations,  &c.,  can  be 
posted  in  total  instead  of  in  detail,  thus  saving  considerable  labour  in 
book-keeping. 

The  following  is  a  convenient  ruling,  and  is  equally  suitable  for  a 
Hospital  as  well  as  for  other  Charitable  Institutions. 

It  may  be  necessary,  however,  in  the  case  of  Hospitals,  to  have  an 
additional  column  on  the  debit  side  for  "  Patients'  Payments." 

The  columnar  system  can  be  extended  to  the  credit  side  of  the 
Cash  Book  where  desirable. 


ILLUSTRATION- 


Dr. 

CAS 

H 

BOOK 

Cr. 

Date. 

Particulars. 

Voucher 
No. 

FoUo. 

Subscrip- 
tions. 

Dona- 
tions. 

Sundry      ^     ,      | 
Receipts.,    ^^"^• 

Date. 

Particulars. 

Voucher 
No. 

Folio. 

DetaUs. 

Bank. 

\ 

(c)    Subscription  Register. 

As  the  Revenue  of  most  Charitable  Institutions  is  dependent  upon 
voluntary  contributions,  consisting  of  annual  subscriptions  and  donations, 
it  is  very  essential  to  keep  a  Register  showing  at  a  glance  the  names  and 
addresses  of  the  annual  subscribers,  with  the  amounts  promised.  The 
particulars  contained  in  this  Register  render  comparison  with  the  annual 
subscriptions  comparatively  easy,  and  to  a  certain  extent  acts  as  a  check 
upon  their  collection.  Moreover,  the  published  Hst  of  subscriptions  can 
be  very  easily  prepared  therefrom. 
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ILLUSTRATION- 
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SUBSCRIPTION   REGISTER. 

Address. 

191S                              1913 

1»U 

1918 

I9M 

Name. 

Date 
rcc'd. 

^--»'- 1  ^l 

Amount. 

Date 
recU 

Amount. 

Date 
ree'd. 

▲mooBt. 

Date 
reo'd. 

Amoant. 

(d)   Purchase   Journal. 

In  nearly  all  Hospitals  a  specially  ruled  Purchase  Journal  is  essential, 
to  enable  the  Grovernors  or  Trustees  to  know  each  month  the  totals  of  the 
goods  purchased,  and  the  analyses  of  the  same.  The  classification  of 
purchases  should  be  such  as  to  comply  with  the  King  Edward's  Hospital 
Fund  requirements. 

The  following  is  a  convenient  ruling,  which  can  be  modified  according 
to  circumstances  : — 


ILLUSTRATION- 


PURCHASE 

JOURNAL, 

Date. 

Name. 

Partioalars. 

No.  of 

In. 
Toloa. 

Polio. 

Total. 

ProvUlona. 

Surgery 

and 

Diqienaary 

DnmesUo. 

iMabUah- 
meat. 

Mincella- 
oeooa. 

Bepair* 

and 

Uuildioff 

Inipro\'e- 

menta. 

1 

£ 

a. 

d. 

M 

a. 

d. 

M 

a. 

d. 

£ 

a. 

d. 

M 

a. 

4. 

M 

•» 

«. 

J 

a. 

d. 

B  B  2 
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§  16.— Treatment  of  Share  Profits. 

In  the  case  of  Finance  Companies  which  are  concerned  with  the 
promotion  and  flotation  of  other  Companies,  a  considerable  portion  of  the 
consideration  for  sale  usually  takes  the  form  of  Shares  in  the  New  Company 
fully  paid  up.  In  many  cases  the  Shares  so  obtained  are  not  quoted 
on  the  Stock  Exchange,  or  if  so  quoted  the  price  is  an  artificial  one,  and 
has  no  relation  to  their  actual  value.  The  best  method  of  entering  these 
transactions  in  the  books  of  the  Finance  Company  is  to  bring  these  Shares 
in  at  cost,  such  cost  being  the  difference  between  the  expenditure  on 
the  promotion  and  the  portion  of  the  consideration  for  sale  received 
in  cash.  If  the  Shares  are  not  worth  this  cost  value,  reserve  should  be 
made  accordingly. 

The  principle  of  bringing  these  Shares  into  the  Company's  books 
at  a  valuation  made  by  the  Directors,  or  at  their  par  value,  is  much  to 
be  deprecated,  even  though  corresponding  reserves  may  be  made  against 
such  values,  since  this  has  the  effect  of  making  the  position  appear  to 
be  much  stronger  than  is  actually  the  case.  Moreover,  such  reserves, 
if  shown  on  the  liability  side  of  the  Balance  Sheet,  may  be  manipulated 
improperly  in  future  years 

When  any  of  the  Shares  are  sold,  the  profit  or  loss  on  realisation 
should  be  adjusted.  In  these  transactions  only  realised  profits  should 
be  distributed  in  cash  dividends,  due  regard  being  had  to  the  adequac}^ 
of  the  reserves  against  loss  on  realisation  of  the  shares  remaining  unsold. 

An  alternative  method  to  bringing  these  shares  in  at  cost  is  to 
include  them  at  their  par  value,  and  show  the  Profit  and  Loss  Account 
in  two  columns  relating  to  Cash  and  Shares  respectively  ;  the  balance 
on  the  Cash  column  showing  the  Cash  Profit  or  Loss  during  the  period, 
and  the  balance  on  the  Share  column  showing  the  Share  Profit.  In 
cases  where  it  is  proposed  to  distribute  the  dividend  in  scrip,  this  method 
is  certainly  the  most  convenient. 

In  any  event  the  principle  on  which  these  Shares  have  been  dealt 
with  should  be  clearly  disclosed  by  the  Accounts. 
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CHAPTER    XV. 


INTERNAL    CHECKS. 

§  1. — The  Necessity  of  a  Sound  System  of  Internal  Check. 

It  is  of  the  utmost  importance  that  every  business  should  have 
in  operation  a  sound  system  of  Internal  Check. 
There  are  two  reasons  for  this  : — 

(1)  From  the  point  of  view  of  the  business. 

It  is  imperative  that  the  duty  of  each  clerk  should  be  clearly  defined, 
and  his  work  properly  supervised  ;  so  that  the  business  in  question  may 
cope  with  its  current  transactions  promptly  and  exactly,  expand  its 
connection  \vithout  disorganisation,  and  trade  under  the  advantage 
of  method  and  system  such  as  will  guarantee  clockwork  regularity. 

Without  system  and  order,  success  in  business  is  well-nigh  impossible, 
and  any  professional  Accountant  whose  experience  extends  to  liquidation 
and  bankruptcy  work  will  bear  witness  to  the  truth  of  this  statement. 

(2)  From  an  Auditor's  point  of  view. 

The  practical  value  of  an  audit  very  often  depends  largely  upon 
the  merits  of  the  system  in  operation,  because  there  are  many  instances 
where  a  deficiency  of  organisation  or  method  cannot  be  made  good 
even  by  the  most  skilful  investigation  of  accounts. 

§  2. — Definition  of  Internal  Check. 

The  phrase  "  Internal  Check  "  indicates  some  system  of  organisation 
aiming  to  secure  as  far  as  possible  : — 

(1)  Accuracy  of  all  records  contained  in  all  the  books,  including 
those  outside  the  double  entry. 

(2)  Correctness  of  book-keeping. 

(3)  Speedy  detection  of  fraud,  and  thus  the  prevention  of  fraud. 


§§    1-3.]  INTERNAL   CHECKS.  391 

If  the  work  is  soundly  organised  upon  scientific  and  economical 
principles,  the  attainment  of  these  objects  can  only  be  defeated  by  col-- 
lusion  between  the  members  of  the  staflF. 


§  3.— Classification  of  Internal  Checks. 

Internal  checks  may  be  classified  into  three  distinct  gi'oups,  under 
the  headings  of  "  Physical,"  "  Mechanical,"  and  "  Theoretical  or 
Intellectual  "  checks,  and  a  complete  system  may  consist  of  all  or  any 
of  them. 

(a)  Physical  Checks. 

These  are  brought  about  by  the  actual  operation  of  one  material 
thing  upon  another,  in  which  operation  at  least  two  persons  are  concerned. 
Examples  : — 

(1)  Two  keys  held  by  different  persons,  without  both  of  which  keys 
a  safe  or  deed  box  cannot  be  opened. 

(2)  A  Time-recording  Clock. 

(3)  A  Cash  Register. 

In  the  case  of  a  time-recording  clock  or  cash  register,  a 
responsible  person  alone  should  have  control  of  the  records 
contained  therein,  to  which  the  persons  operating  the  machine 
should  have  no  access. 

(b)  Mechanical  Checks. 

These  are  brought  about  by  machinery  of  infallible  or  certain  action, 
operated  by  one  person. 

Examples  : — 

(1)  A  Calculating  Machine. 

(2)  An  Elliott  Fisher  Typewriter. 

In  the  operation  of  either  of  the  above  only  one  person  is 
concerned,  but,  as  explained  subsequently,  these  checks  may 
satisfactorily  form  part  of  the  general  system  of  internal  check. 
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(c)   Theoretical  or  Intellectual  Checks. 

These  are  brought  about  by  one  or  more  persons  performing  or 
abstaining  from  performing  certain  portions  of  the  work,  in  accordance 
\\4th  a  defined  plan. 

Examples  : — 

(1)  Two  clerks  calling  over  the  postings  of  a  Ledger  in  which  they 
have  made  no  entries. 

(2)  A  Cashier  abstaining  from  making  entries  in  any  of  the  Ledgers. 

Theoretical  checks  are  the  most  important  of  the  three  classes  from 
the  point  of  view  of  the  science  of  accounting. 

The  general  system  of  internal  check  should  extend  to  cover  every 
transaction  which  the  business  enters  into,  whether  this  involves  Cash, 
Securities,  Bills,  Stock,  Purchases,  Sales,  Returns,  Wages,  or  any  other 
class  of  dealing.  The  system  should  be  complete  in  itself,  automatic  in 
its  working,  and  in  no  way  dependent  upon  the  audit. 

To  many  persons  it  may  appear  that  the  system  here  advocated 
would  involve  expenditure  wholly  out  of  proportion  to  the  benefits 
obtained,  and  prove  in  its  operation  extravagant  to  the  particular  business, 
but  this  is  not  the  case. 

It  is,  of  course,  essential  in  these  days  of  growing  competition  to  keep 
the  working  expenses  at  as  low  a  level  as  is  consistent  with  efficiency,  but 
it  is  quite  possible  for  a  business,  without  in  any  way  increasing  its  staff, 
to  so  arrange  the  work  of  each  employee  that  an  efficient  system  ipso  facto 
comes  into  operation.  Further,  it  should  be  noted  that  the  most  up-to- 
date  firms  always  pay  particular  attention  to  the  perfection  of  their 
internal  organisation,  and  these  are  the  very  firms  that  work  on  the  most 
economical  lines.  Good  management  pays  for  itself  over  and  over  again, 
by  preventing  waste,  overstaffing  of  the  business,  and  fraud  ;  to  say 
nothing  of  clerical  errors  and  dishonesty  on  the  part  of  the  employees, 
both  as  to  their  work  and  as  to  monetary  matters.  As  regards  the  latter, 
the  knowledge  of  certain  detection  in  a  very  short  space  of  time  is  in 
itself  a  great  moral  check,  which  has  a  very  salutary  influence  over  the 
whole  staff. 
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The  subject  has  been  dealt  with  in  the  following  pages  as  affecting  a 
manufacturing  business,  since  this  affords  the  widest  application  of  the 
principles  involved. 


§4.— Cash. 

Dealing  firstly  with  the  cash  and  the  cashier's  duties,  the  system  of 
internal  check  controlling  the  same  should  be  most  complete,  and  the 
following  is  a  suggestion  which  has  satisfactorily  stood  the  test  of  practical 
application. 

The  chief  duties  of  a  cashier  should  be  as  follows  : — 

(1)  To  take  charge  of  all  cash  receipts,  and  see  that  they  are  paid  into 
the  bank  daily. 

(2)  To  make  all  payments,  with  the  exception  of  petty  cash  dis- 
bursements. 

(3)  To  pay  the  wages. 

(4)  To  write  up  the  Cash  Book,  and  reconcile  the  same  with  the  Bank 
Pass  Book  at  least  monthly. 

(5)  To  make  no  entries  whatsoever  in  any  Ledger,  or  in  any  of  the 
books  of  prime  entry  (particularly  the  wages  book). 

(a)    General  Cash  Receipts. 

(1)  Each  morning  the  letters  should  be  opened  by  the  Secretary  of 
the  Company,  or  some  other  responsible  official,  who  should 
immediately  stamp  all  cheques,  postal  orders,  and  other  remit- 
tances with  an  indiarubber  stamp,  giving  the  name  of  the  bank 
with  which  the  firm  deals,  the  name  of  the  account,  and  the  words 
"  Not  negotiable,"  so  as  to  render  the  remittance  valueless  to 
anyone  save  the  firm  itself. 

(2)  The  responsible  official  should  then  call  these  remittances  to  a 
clerk,  who  should  enter  the  same  in  a  diary,  and  after  they  have 
been  checked  the  diary  should  be  initialled  by  both  parties. 
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(3)  The  remittances  should  then  be  handed  to  the  cashier. 

(4)  A  clerk  who  has  had  nothing  to  do  with  entering  the  remittances 
into  the  diary  should  take  that  book,  and  make  out  counterfoil 
receipts  where  necessar3\  (This  is  not  usually  done,  however, 
in  the  case  of  travellers'  remittances.)  The  same  clerk  should 
also  make  out  the  counterfoil  of  the  Paying-in  Book. 

(5)  Each  day  the  cashier  should  take  the  cheques,  postal  orders,  &c., 
received  during  that  day,  and  type  particulars  thereof  by  means 
of  a  calculating  machine  on  the  other  half  of  the  Paying-in  Book, 
getting  the  total  automatically,  which  should,  of  course,  agree 
with  the  total  arrived  at  by  the  clerk  who  entered  up  the  counter- 
foil portion  of  the  book.  In  this  way  a  mechanical  check  is 
successfully  introduced  into  the  general  system  of  internal  check. 

(6)  A  clerk  having  taken  no  part  in  the  previous  operation  should 
then  take  the  remittances  to  the  bank. 

From  the  above  it  will  be  seen  that,  subject  to  any  adjustments  (such 
as,  for  instance,  with  regard  to  post-dated  cheques),  the  daily  cash  receipts 
are  made  up  and  agreed  three  times,  viz.  : — 

(1)  With  the  total  of  the  Diary. 

(2)  With  the  total  of  the  Paying-in  Book  as  made  out  by  the  clerk. 

(3)  With  the  total  of  the  Paying-in  Book  as  made  out  by  the  cashier 
with  the  calculating  machine. 


(b)   Travellers'  Remittances. 

As  a  general  rule,  the  customers  of  the  firm  should  be  requested 
to  forward  remittances  direct  to  the  Head  Office  of  the  business,  and 
the  system  of  sending  round  travellers  to  collect  debts  should  be  resorted 
to  only  in  special  cases  or  under  special  circumstances.  It  generally 
happens,  however,  that  there  are  reasons  why  the  debts  of  certain 
customers  should  be  collected  by  travellers,  and  consequently  special 
precautions  have  to  be  taken  to  see  that  all  cash  collected  in  this  way  is 
properly  accounted  for. 
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The  following  are  a  few  of  the  more  important  points  to  be  noted 
in  order  to  bring  these  travellers'  remittances  under  the  general  scheme 
of  internal  check  : — 

(1)  A  guarantee  policy  of  insurance  should  be  taken  out  for  each 
traveller. 

(2)  The  authority  of  each  traveller  for  collecting  debts  should  be 
strictly  limited  to  cases  where  arrangements  have  been  made 
that  he  should  do  so,  and  to  cases  where  he  receives  special 
instructions  from  the  Head  Office.  The  limit  of  credit  given 
to  these  customers  should  be  definitely  fixed  and  enforced. 

(3)  Each  traveller  should  be  allotted  two  counterfoil  receipt  books 
for  alternate  weeks,  and  when  remitting  the  same  to  the  Head 
Office  at  the  end  of  each  week,  he  should  enclose  a  statement 
showing  particulars  of  the  cash  collected  during  that  week. 
The  cash  should  be  remitted  daily  by  the  traveller,  together 
with  a  short  statement  showing  from  whom  it  was  collected. 

The  travellers  should  not  be  allowed  to  deduct  their  expenses 
from  the  amounts  collected,  but  should  send  in  periodically  a 
statement  to  the  Head  Office,  showing  full  particulars  of  these 
disbursements.  The  Head  Office,  after  checking  such  state- 
ments, should  forward  to  the  particular  traveller  a  special 
cheque  therefor. 

As  an  additional  safeguard,  some  firms  treat  the  receipts 
given  by  the  traveller  as  interim  receipts,  and  arrange  for  a 
formal  receipt  to  be  sent  subsequently  from  the  Head  Office. 
This  is,  however,  duplicating  the  work,  and,  although  an  excellent 
check,  is  not  often  adopted  in  practice. 

(4)  The  cash  when  received  by  the  Head  Office  will  pass  tlirougli 
the  Diary  in  the  ordinary  course,  and  will  be  paid  into  the  bank 
as  described  in  the  paragraph  dealing  with  general  cash  receipts. 

(6)  The  Head  Office  should  carefully  watch  all  the  accounts  where 
the  remittances  pass  through  the  hands  of  travellers ;  and  if 
any  of  such  accounts  are  not  promptly  settled  in  accordancs 
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with  the  terms  of  credit,  application  should  at  once  be  made 
direct  from  the  Head  Office. 

(6)  A  clerk  other  than  the  cashier  should  check  the  weekly  state- 
ments of  the  various  travellers  with  the  counterfoil  Receipt 
Books,  also  with  the  Ledger  Accounts,  seeing  that  the  amounts 
are  correct,  and  actually  represent  payment  for  goods  delivered. 
It  \nll  be  necessary  to  check  these  statements  also  with  the 
Cash  Book,  in  cases  where  the  cash  has  not  yet  been  posted  to 
the  Ledger.  The  clerk  doing  this  work  should  initial  each 
statement  when  it  has  been  completely  checked. 


(c)   General  Cash  Payments. 

As  a  general  rule,  all  cheques  should  be  crossed  "  &  Co.,  A/c  Payee 
only — Not  Negotiable,"  in  order  to  render  them  valueless  to  all  except 
the  firm  to  whom  the  payment  is  made. 

Receipts  should  be  required  for  all  payments,  except  wages,  but 
including  salaries  of  clerks,  and  directors'  fees  if  the  business  is  a  limited 
Company. 

The  Cheque  Book  should  be  kept  under  lock  and  key,  and  the  cashier 
who  draws  the  cheques  should  under  no  circumstances  be  given  the 
procuration  of  the  firm  for  the  purpose  of  signing  cheques. 

The  following  are  points  to  be  noted  in  dealing  with  the  cash  pay- 
ments : — 

(1)  All  payments  should  be  made  by  cheque,  and  there  should  be 
a  fixed  day  set  apart  fortnightly  or  monthly  for  the  payment 
of  accounts. 

(2)  As  soon  as  the  cashier  receives  the  various  statements  for  pay- 
ment, he  sKould  go  to  the  invoice  file  (where  the  invoices  entered 
in  the  Day  Book  should  be  placed  in  alphabetical  order),  and 
take  out  those  invoices  referring  to  the  particular  statement 
imder  consideration.     He  should  most  carefully  note  that  proper 
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references  and  initials  are  shown  upon  these  invoices,  and  should 
check  the  same  with  the  statement,  deducting  therefrom  the 
proper  discounts  allowed.  The  invoices  should  then  be  fastened 
to  the  statement. 

(3)  The  cashier  should  refer  to  the  account  in  the  particular  Bought 
Ledger  concerned,  to  see  that  the  amount  agrees,  subject  to  cash 
discount,  with  the  statement.  He  should  also  see  whether 
there  is  any  contra  account  in  any  of  the  Sold  Ledgers,  and,  if 
so,  he  should  deduct  the  amount  due  to  the  firm  from  the  amount 
shown  on  the  statement  to  be  due  by  the  firm. 

(4)  The  statement  is  then  in  order,  and  the  cheque  can  be  drawn. 
The  director  or  partner  signing  the  cheque  has  thus  all  the 
information  before  him  to  enable  him  to  ascertain  exactly  the 
goods  in  respect  of  which  the  cheque  is  payable. 

(5)  The  receipts  should  be  dealt  with  by  a  separate  clerk,  and  not 
by  the  cashier  ;  and  they  should  be  filed  away  in  the  order  of 
the  Cash  Book,  with  the  statement  and  invoices  attached,  marked 
with  a  number  corresponding  to  that  shown  against  the  entry 
of  payment  in  the  Cash  Book. 

(6)  It  is  useful  to  show  against  each  payment  in  the  Cash  Book  the 
number  of  the  cheque  in  red  ink,  so  that  the  same  can  be  traced 
with  facility  if  necessary. 

It  will  be  seen  from  the  above  that  this  method  of  deaUng  with 
invoices  is  excellent  from  the  point  of  view  of  the  business  itself,  although 
from  an  Auditor's  point  of  view  it  is  not  possible  to  vouch  the  Purchase 
Day  Book  with  the  same  readiness  as  if  the  invoices  were  filed  in  con- 
secutive order.  However,  it  should  not  be  difficult  to  thoroughly  test, 
and,  if  necessary,  to  entirely  check  these  invoices  with  the  prime  entries, 
because  the  Day  Book  references  should  be  clearly  marked  upon  the 
invoices. 

As  regards  vouching  the  cash  receipts,  the  system  will  be  found 
extremely  satisfactory  to  the  Auditor. 
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(d)   Authority  for  Payments,  Trade  and  otherwise. 

Only  certain  responsible  officials  should  be  permitted  to  sanction 
the  payment  of  trade  accounts  ;  and,  in  every  case  where  such  sanction  is 
given,  the  initial  of  the  responsible  official  passing  the  account  for  payment 
should  be  appended  to  the  account,  in  addition  to  that  of  the  cashier  and 
other  persons  who  may  have  assisted  in  the  checking  of  the  account. 

Where  exceptional  payments  are  concerned — such  as  Gifts,  Charitable 
Donations,  Commissions  and  the  like — the  authority  for  passing  the  same 
should  be  reserved  by  the  principals  of  the  business,  or  only  delegated 
under  very  exceptional  circumstances.  In  the  case  of  a  Limited  Company, 
a  ^linute  of  the  Board  is  very  desirable  to  sanction  large  payments  of  this 
nature. 


(e)   Wages. 

A  very  large  percentage  of  the  defalcations  which  are  brought  to  light 
in  the  case  of  manufacturing  concerns  have  their  origin  in  the  payment 
of  wages.  Consequently  it  is  of  great  importance  to  have  a  thoroughly 
sound  system  of  Internal  Check  in  operation,  and  in  order  to  prevent 
collusion,  as  many  clerks  as  may  be  found  convenient  should  be  engaged 
in  the  preparation,  checking  and  re-checking  of  the  Wages  Sheets.  Too 
much  emphasis  cannot  be  placed  on  this,  as  time  after  time  clerks  who 
have  enjoyed  the  fullest  confidence  of  their  employers,  and  who  have  been 
un\visely  entrusted  with  almost  the  entire  responsibility  of  paying  the 
wages,  have  proved  themselves  unworthy  of  their  fiduciary  position. 

There  are  two  points  in  connection  with  the  wages  which  should 
be  noted : — 

(1)  That  the  audit  of  the  Wages  Sheets  is,  in  the  majority  of  cases, 
of  little  value  unless  a  sound  internal  check  is  in  operation. 

(2)  That,  however  perfect  the  internal  check  may  be,  a  great  moral 
responsibiUty  rests  with  the  employers  or  chief  officers  of  the 
business  to  see  that  the  system  is  properly  carried  out  in  all  its 
details. 
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The    following    system    embodies    the    various    points    enumerated 
above : — 

(1)  Time-Workers, 

There  should  be  either  a  gate-keeper  or  time-recording 
clock  to  record  the  exact  times  of  workpeople  entering  and 
leaving  the  business.  The  foreman  of  each  department  should 
also  record  the  time  of  workpeople  entering  and  leaving  the 
shops.  The  work  performed  by  each  workman  should  be 
entered  up  daily  by  him  on  a  card,  and  this  card  should  be 
initialled  by  his  particular  foreman. 

The  time  records  of  each  foreman,  together  with  the  gate 
record,  should  be  sent  to  the  counting-house  daily. 

There  are  a  number  of  time-recording  clocks  upon  the 
market.  Most  of  these  are  fitted  wath  records  not  accessible  to 
the  workman,  except  to  the  limited  extent  which  enables  him 
to  enter  his  times.  Such  machines,  therefore,  fall  mthin  the 
category  of    "  physical  "    checks. 


(2)  Piece-Workers. 

Times  should  be  recorded  as  above,  in  order  to  ensure 
punctuality.  The  work  performed  by  each  workman  should 
be  entered  by  him  on  a  card,  as  in  the  case  of  time-workers, 
and  this  should  be  initialled  by  the  foreman  or  viewer  for  piece- 
work, and  will  form  the  basis  of  the  wages.  All  the  cards,  both 
for  time-  and  piece-workers,  should  be  passed  through  the  Work 
in  Progress  Office,  so  that  the  wages  can  be  properly  allocated 
over  the  various  accounts  in  the  Cost  Ledger. 

The  particulars  contained  on  the  piece-workers'  cards, 
haying  been  checked  in  the  Work  in  Progress  Office,  should  be 
summarised,  and  the  summary  sent  to  the  counting-house  daily 

There  should  be  a  separate  Wages  Sheet  for  both  time-  and 
piece-workers,  and  the  procedure  for  compiling  these,  after  the 
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above-mentioned  records  have  been  received  in  the  counting- 
house,  should  be  as  follows  : — 


(3)  Time- Workers'  Wages  Sheets, 

(1)  Two  clerks  should  compare  each  foreman's  Time  Sheets  with  the 
record  obtained  at  the  gate.  This  work  should  be  performed 
daily. 

(2)  Another  clerk  should  enter  upon  the  Wages  Sheets  the  names, 
rates  of  pay,  particulars  of  any  deductions,  and  the  number  of 
hours  worked  by  each  man  daily.  These  particulars  should 
agree  with  the  foreman's  Daily  Time  Sheets. 

(3)  A  Time  Summary  Book  should  be  kept,  showing  the  total  amount 
of  time  worked  by  each  man  employed  during  the  week.  This 
book  should  be  sent  to  the  counting-house  at  the  end  of  each 
week,  and  each  man's  time  agreed  in  total  with  the  Wages  Sheets 
as  to  the  number  of  hours  worked.  If  the  two  cannot  be 
reconciled,  it  may  be  necessary  to  check  in  detail  the  time  of 
each  man  in  order  to  effect  an  agreement. 

(4)  A  separate  clerk  should  work  out  and  enter  up  the  net  amount 
due  to  each  man,  and  cast  the  sheets. 

(5)  Another  clerk  should  check  these  calculations. 

(4)  Piece-Workers'  Wages  Sheets. 

(1)  The  cards  allotted  to  piece-workers  should  be  readily  distinguished 
from  those  of  time-workers. 

(2)  As  each  piece-worker  completes  his  portion  of  the  work  upon  a 
certain  number  of  articles,  the  same  should,  where  possible,  be 
taken  to  the  storekeeper,  who  should  record  particulars  thereof 
and  give  out  to  the  next  workman  concerned.  If  the  articles 
are  completely  finished,  they  should  be  taken  into  store. 

(3)  The  cards  (which  should  contain  full  details  of  the  work  done  and 
bear  the  initial  of  the  foreman  or  viewer)  should  be  summarised 
by  the  clerks  in  the  Work  in  Progress  Office,  as  already  stated. 
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The  summary  should  be  sent  to  the  counting-house,  signed  as 
correct  by  the  persons  responsible  for  its  compilation,  and 
countersigned  by  the  manager  of  the  Work  in  Progress  Office. 
A  counting-house  clerk  should  check  the  summary  ^vith  the 
storekeeper's  record  of  goods  taken  in,  and  should  initial  the 
same  as  correct,  if  found  to  be  in  order. 

(4)  The  Wages  Sheets  should  then  be  prepared  from  the  summary, 
the  procedure  in  entering  up,  checking  calculations  and  re- 
checking  being  carried  out  upon  the  same  lines  as  those  already 
described  in  the  case  of  Time- Workers'  Wages  Sheets. 

(5)  Payment  of  Wages, 

Each  man  concerned  in  the  preparation  of  the  Wages  Sheets  should 
sign  for  the  work  he  has  done,  and  finally  they  should  be  countersigned 
as  a  whole  by  the  manager,  a  partner,  or  a  director. 

The  payment  of  the  wages  should  be  made  by  the  cashier,  who  should 
have  had  no  connection  with  the  work  described  above.  He  should  check 
the  additions  of  the  sheets,  and  should  analyse  the  total  amount  into 
sovereigns,  half-sovereigns,  silver  and  copper,  and  should  then  draw  a 
cheque  for  the  exact  amount  required.  The  wages  should  be  paid  by  the 
cashier,  in  the  presence  of  a  responsible  person  able  to  identify  the  men. 
Each  man  should  attend  personally  to  receive  his  money,  special  arrange- 
ments, which  should  be  rigidly  adhered  to,  being  made  for  absentees. 

As  a  general  rule  it  is  not  possible  to  obtain  receipts  for  wages,  but 
the  signatures  of  the  cashier  and  the  responsible  person  in  whose  presence 
the  wages  are  paid  are  usually  considered  sufficient  evidence  of  payment. 

After  the  payment  of  wages  the  cashier  should  account  immediately 
for  wages  not  disbursed. 

(f)   Petty  Cash. 

In  every  manufacturing  business  the  amount  of  cash  passing  through 
the  petty  cashier's  hands  should  be  reduced  to  a  minimum,  and  confined 
entirely  to  those  cases  where  the  payment  camiot  conveniently  be  made 
by  cheque.      The  Petty  Cash  Book  should  be  ruled  in  columnar  form, 

cc 
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and  the  columns  headed  according  to  the  particular  requirements  of  each 
case.  There  should  always  be  a  Ledger  column,  however,  which  should 
be  used  for  special  items  for  which  there  is  no  specific  subsidiary  column, 
and  this  should  have  a  folio  column  attached,  so  that  the  entries  of  a  special 
nature  can  be  posted  in  detail  to  the  debit  of  the  particular  accounts 
to  which  they  refer. 

The  totals  of  the  other  columns  should  be  posted  monthly  or  quarterly, 
after  the  entries  in  the  book  have  been  thoroughly  checked.  The  Petty 
Cash  Book  thus  becomes  in  effect  a  Ledger  Account  as  well  as  a  book 
of  prime  entry,  and  the  balance  representing  cash  in  hand  should  be 
taken  into  the  General  Trial  Balance 

The  following  points  should  be  noted  and  carried  out,  so  as  to  include 
the  petty  cash  in  the  general  system  of  internal  check  : — 

(1)  The  petty  cashier  should  be  a  responsible  clerk. 

(2)  No  payments  should  be  made  unless  the  demand  is  accompanied 
by  a  proper  voucher  signed  by  the  payee,  and  duly  approved 
by  a  responsible  official. 

(3)  Each  week  the  Petty  Cash  Book  should  be  checked,  and  the 
cash  in  hand  counted  by  a  responsible  official. 

(4)  The  only  items  of  Petty  Cash  Receipt  should  be  those  drawn 
from  the  General  Bank  Account  for  that  purpose,  all  other 
sums  received  by  the  business,  however  small,  being  paid  direct 
into  the  Bank,  and  dealt  with  through  the  General  Cash  Book. 

(5)  No  clerk  should  be  allowed  to  borrow  cash  from  the  Petty  Cashier 
under  any  circumstances. 

§5.— The  Ledgers. 

The  general  system  of  Internal  Check  is  brought  to  bear  upon  the 
various  Ledgers  as  follows  : — 

(a)    General  Index  to  Ledgers. 

Each  Ledger  should,  of  coui'se,  contain  a  comprehensive  index, 
which  should  be  kept  strictly  up  to  date,  and  each  Ledger  clerk  should 
be  held  responsible  for  this  being  carried  out,  so  far  as  the  Ledgers  under 
his  control  are  concerned. 
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It  is,  however,  of  very  great  convenience  to  have  a  General  Index 
for  all  the  Ledgers,  showing  clearly  in  which  Ledger  any  particular  account 
is  open,  and  the  folio  in  that  Ledger.  This  general  index  should  also 
contain  the  correct  postal  address  of  each  customer  of  the  firm.  It  should 
be  kept  absolutely  up  to  date,  and  if  this  is  done  the  advantages  gained 
will  more  than  counterbalance  the  trouble  and  labour  involved. 

(b)  Distinguishing  Labels. 

All  Ledgers  should  have  some  distinguishing  letter,  number,  or 
name,  so  as  to  render  them  readily  recognisable,  and  to  save  any  waste 
of  time  in  looking  for  accounts. 

In  order  to  further  facihtate  this,  some  firms  adopt  the  plan  of  having 
the  different  groups  of  Ledgers  bound  in  different  coloured  bindings, 
and  with  very  satisfactory  results. 

The  Ledgers  should  be  of  moderate  size  ;  for  although  the  labour 
of  opening  and  spacing  Ledgers  is  considerable,  the  inconvenience  and 
weight  of  bulky  books  of  account  is  to  be  avoided  wherever  possible. 

(c)  The  Subdivision  of   Ledgers.  To-iO    0  I    0  I^  Of- 01 

No  general  rule  can  be  given  for  the  subdivision  of  Ledgers,  as  this 
in  every  case  must  depend  on  the  circumstances  and  the  convenience 
of  the  firm  in  question. 

The  following,  however,  are  a  few  of  the  points  which  should  be 
taken  into  consideration  : — 

(1)  The  ToAvn  Accounts  should  be  kept  distinct  from  the  Country 
Accounts. 

(2)  Both  the  Town  and  the  Country  Ledgers  should  be  again  sub- 
divided to  a  certain  extent  over  the  districts  covered  by  the 
various  travellers. 

(3)  The  Accounts  with  foreign  firms  should  be  collected  into  a 
special  Foreign  Ledger,  and  if  these  transactions  are  very 
numerous,  and  extend  to  several  different  foreign  countries,  it 
may  be  wise  to  have  a  separate  Ledger  for  each  country. 

c  c  2 
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(4)  All  Impersonal  Accounts  should  be  collected  into  an  Impersonal 
Ledger,  and  the  Private  Ledger  should  only  contain  accounts 
of  a  strictly  private  nature.  This  is  important,  as  only  certain 
responsible  officials  Avill  have  access  to  the  Private  Ledger,  and 
it  vdU  be  their  duty  to  write  up  the  same  ;  and  it  is,  of  course, 
absurd  to  biu'den  such  persons  with  detail  which  can  be  quite 
properly  allocated  to  others. 

(5)  The  convenience  of  the  counting-house  in  the  matter  of  the 
posting  up  and  checking  of  the  Ledgers  should  be  given  the 
fullest  consideration. 

(d)    Loose-leaf  Ledg^ers. 

Loose-leaf  T^edgers  are  now  being  used  by  a  very  large  number  of 
firms,  and  it  is  impossible  to  overlook  the  advantages  which  they  have 
over  ordinary  Ledgers.  The  system  carries  with  it  certain  disadvantages, 
however,  but  with  careful  management  these  can  be  minimised.  It  should 
be  noted  that  each  page  in  these  Loose-leaf  Ledgers  must  contain  both 
the  debit  and  credit  sides,  and  consequently  it  is  not  always  possible  to 
bring  such  Ledgers  into  use. 

The  following  rules  should  be  rigidly  enforced  to  enable  the  system 
to  be  introduced  with  comparative  safety  : — 

(1)  The  keys  should  be  under  the  sole  control  of  the  Secretary,  or 
some  other  responsible  official,  and  he  should  never,  under  any 
circumstances  whatsoever,  hand  over  such  keys,  even  temporarily, 
to  any  Ledger  clerk. 

(2)  The  stock  of  loose  sheets  should  be  kept  by  the  clerk  in  charge 
of  the  stationery  store  cupboard,  and  no  sheets  should  be  given 
out  by  him  except  in  exchange  for  a  requisition  order,  properly 
made  out  and  approved  by  the  Secretary  or  other  responsible 
official. 

(3)  The  sheets  should  be  ruled  and  printed  in  some  way  to  render  them 
different  from  the  stock  article  supplied  by  stationers. 

(4)  Each  Ledger  clerk  requiring  new  sheets  should,  after  having  filled 
in  a  properly  approved  requisition  order,  bring  the  sheets  thus 
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obtained  to  the  Secretary,  who  should  unlock  the  Ledger  and  see 
that  the  sheets  are  properly  inserted,  and  also  that  the  Ledger 
is  re-locked. 

(5)  No  sheets  should  be  taken  out  of  any  Ledger  until  after  the 
matter  contained  in  such  sheets  has  been  proved  and  passed 
by  the  Auditor. 

(6)  The  Secretary  or  other  responsible  official,  in  addition  to  the 
particular  Ledger  clerk,  should  initial  all  sheets  taken  out  of 
the  Ledgers. 

(7)  All  sheets  so  taken  out  should  be  filed  away  in  proper  order. 

(e)  Sectional  Balancing. 

This  subject  has  been  fully  dealt  with  in  Chapter  IX. 

(f)  statements. 

Statements  should  be  sent  out  periodically  to  customers,  and  it  is 
desirable  that  these  should  be  made  out  and  checked,  where  possible,  by 
clerks  not  concerned  in  writing  up  the  Ledgers.  The  importance  of  these 
Statements  will  be  readily  conceded  when  it  is  remembered  that,  in 
addition  to  acting  as  an  intimation  that  a  remittance  is  required,  they 
^vill  also  bring  forward  an  immediate  protest  from  customers  who  have 
not  been  given  credit  for  cash  already  paid. 

(g)  Press  Cuttings  Index. 

All  cuttings  from  trade  papers  and  journals,  likely  to  be  of  interest 
and  value,  should  be  collected  and  pasted  into  an  index,  arranged  so  as  to 
enable  any  required  information  to  be  ascertained  at  a  moment's  notice. 

Should  the  index  contain  any  notices  affecting  open  accounts  in  the 
Ledger,  particular  attention  should  be  paid  to  the  same,  and  if  the  credit  of 
any  such  firm  is  on  that  account  questioned,  a  copy  of  the  cutting  should 
be  made  and  pinned  to  the  account  in  the  Ledger,  to  prevent  the  matter 
being  overlooked.     By  this  means  Bad  Debts  are  often  avoided. 
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(h)    Bad  Debts. 

Xo  amounts  should  be  written  off  to  Bad  Debts  Account  without 
being  first  sanctioned  by  some  responsible  official,  who  should  initial  the 
journal  entry  dealing  with  the  matter. 

Many  firms  adopt  the  principle  of  opening  a  Bad  Debt  Ledger, 
and  as  each  bad  debt  is  ^v^itten  off  an  account  for  the  same  is  opened 
in  the  Bad  Debt  Ledger.  This  Ledger  need  not  form  part  of  the 
double  entr\%  being  purely  a  memorandum  book,  but  is  useful  to  show  the 
business  the  ultimate  loss  incurred  in  respect  of  each  bad  debt. 

All  bad  debt  dividends  received  should  be  credited  to  a  Bad  Debt 
Dividend  Account,  and  taken  to  the  credit  of  the  period  in  which  they 
are  received.  These  amounts  should  also  be  entered  on  the  credit  side 
of  the  particular  account  in  the  Bad  Debt  Ledger,  and  the  ultimate 
balance  of  each  account  will  then  show  the  exact  loss  which  the  firm  has 
sustained  in  each  case. 


§  6.— Purchases. 

A  complete  system. of  internal  check  should  ensure  the  inclusion  and 
accuracy  of  all  the  prime  entries.  The  following  procedure  dealing  with 
Purchases  from  the  issue  of  the  order  to  the  entry  in  the  Day  Book,  if 
carried  out,  will  guarantee  this  result : — 

(1)  Only  certain  responsible  officials  should  be  authorized  to  sanction 
the  ordering  of  goods. 

(2)  The  official  order  should  be  initialled  by  the  responsible  official 
authorizing  the  same  before  it  is  sent  out. 

(3)  All  goods  coming  in  should  be  entered  in  a  Goods  Inwards  Book 
kept  for  this  purpose  by  the  gate  office  foreman. 

(4)  As  soon  as  the  invoices  for  the  goods  purchased  are  received,  they 
should  be  handed  to  the  invoice  clerk. 

(5)  The  invoice  clerk  should  check  the  details  of  each  invoice  with  the 
Order  Book,  and  see  that  it  is  correct,  and  should  also  ascertain 
that  the  number  of  the  order  is  clearly  shown  on  such  invoice. 
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(6)  The  invoice  clerk  should  enter  on  each  invoice  the  reference  to 
the  Groods  Inwards  Book,  and  should  mark  in  red  in  this  book 
the  number  of  the  particular  Day  Book,  full  reference  thereto 
being  entered  subsequently.  This  procedure  should  prevent 
duplicate  invoices  being  dealt  with  as  originals. 

(7)  The  invoice  clerk  should  thoroughly  check  each  invoice,  and 
initial  therefor. 

(8)  The  invoice  should  be  sent  to  the  particular  department  from 
which  the  goods  were  ordered,  and  the  manager  of  this  depart- 
ment should  initial  same,  thereby  signifying  approval  as  to 
quality,  price,  &c. 

(9)  The  invoice  clerk  should  enter  each  invoice  in  the  Purchase 
Day  Book,  and  extend  the  item  to  the  proper  departmental 
column. 

(10)  The  invoices  should  be  called  over  to  the  Purchase  Day  Book, 
and  filed  until  required  by  the  cashier. 


§  7. — Purchase  Returns. 

Upon  the  return  of  goods  purchased,  the  departmental  manager 
should  send  an  Advice  Note  and  Pass  Requisition  to  the  counting-house, 
the  Advice  Note  containing  full  details  concerning  such  goods. 

The  Secretary  should  issue  the  Pass  and  hand  the  Advice  Note  to  the 
invoice  clerk,  who  should  check  same  with  the  original  invoice,  and  make 
an  entry  in  the  Bought  Returns  Book.  This  entry  should  be  checked, 
and  the  Advice  Note,  attached  to  the  invoice,  filed  so  that  the  cashici 
must  deal  with  both  simultaneously. 

If  the  original  invoice  is  already  paid,  the  invoice  clerk  should 
pass  the  entry  through  the  Bought  Returns  Book,  and  should  obtain  a 
credit  note  therefor,  which  should  be  placed  with  the  invoicen  not  paid, 
so  that  a  deduction  can  be  made  from  any  subsequent  payment. 

It  should  be  noted  that  no  goods  can  leave  the  premises  (apart  from 
those  in  the  Sales  Order  Book)  without  a  Pass  from  the  counting-house. 
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§  8.— Sales. 

Follo^v'ing  the  general  scheme,  the  procedure  for  dealing  with  Sales 
from  the  receipt  of  the  order  to  the  entry  in  the  Day  Book  should  be  as 
follows  : — 

(1)  Immediately  the  order  is  received,  particulars  thereof  should  be 
entered  in  a  Diary. 

(2)  Full  details  of  the  order  should  be  entered  in  a  manifold  Order 
Book,  the  one  sheet  being  retained  in  the  book,  and  the  other 
being  sent  to  the  gate  office  foreman. 

(3)  The  gate  office  foreman  should  enter  up  the  particulars  of  each 
order  in  the  Warehouse  Memoranda  Books,  and  the  warehouse- 
man should  send  out  the  goods  accordingly. 

(4)  The  gate  office  foreman  should  keep  a  special  Gate  Book,  in  which 
he  should  eater  details  of  all  goods  going  out  of  the  factory,  and 
he  should  check  the  entries  in  this  book  with  the  duplicate  sheets 
from  the  Order  Book. 

(5)  The  gate  office  foreman  should  attend  each  morning  at  the 
counting-house,  and  should  call  over  the  orders  fulfilled  during 
the  previous  day  with  the  invoice  clerk,  who  should  mark  off 
the  same  in  the  Order  Book.  As  these  are  re-checked,  the 
gate  office  foreman  should  cancel  the  duplicate  sheet  of  the 
Order  Book. 

(6)  The  invoice  clerk  should  extend  the  prices  in  the  case  of  orders 
marked  off  in  the  Order  Book,  and  these  should  be  independently 
checked,  both  parties  initialling  for  such  work.  The  orders  not 
checked  off  will  represent  the  orders  unfulfilled,  and  the  invoice 
clerk  should  not  allow  these  to  remain  open  for  more  than  two 
days  without  calling  attention  to  the  same. 

(7)  The  invoice  clerk  should  type  the  invoice  and  entry  in  the  Day 
Book  simultaneously.  A  typewriting  machine  is  now  on  the 
market  which  enables  this  to  be  done,  and  which  also  auto- 
matically adds  up  the  total  of  each  page  of  the  Day  Book. 
Consequently,  all  that  is  necessary  to  do  is  to  check  the  casts  of 
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the  Day  Book,  and  once  more  a  mechanical  check  is  successfullj^ 
introduced  into  the  general  system  of  internal  check. 

(8)  The  invoices  should  be  called  over  with  the  Order  Book,  and,  as 
each  one  is  verified,  the  entry  in  the  *  Order  Book  should  be 
distinctly  marked  through,  so  that  any  orders  not  invoiced  will 
remain  open  and  be  readily  distinguished. 

(9)  The  correctness  of  the  details  in  the  Sales  Day  Book  are  thus, 
ipso  facto,  proved. 

§9.— Sales  Returns. 

Goods  returned  by  customers  should  be  entered  by  the  gate  office 
foreman  in  a  special  Returns  Inwards  Book  upon  receipt.  He  should 
enter  particulars  thereof  in  a  coimterfoil  Receipt  Book,  which  should  be 
sent  daily  to  the  counting-house  to  be  checked.  Where  credit  has  to  be 
given  for  these  goods,  the  detachable  part  of  the  counterfoil  Receipt  Book 
should  be  filled  in,  checked,  and  sent  to  the  customer.  The  counterfoil 
Receipt  Book  should  then  be  passed  on  to  the  clerk,  who  makes  the  entry 
in  the  Sales  Returns  Day  Book. 

All  credit  notes  should  be  approved  and  initialled  by  a  responsible 
official  before  despatch. 

§  10.— Packages  and  Empties. 

The  method  of  dealing  with  packages  depends  on  whether  they  have 
been  charged  out  to  the  customers  or  not,  and  whether  they  are  returnable 
or  not. 

A  Packages  Account  should  be  in  existence  which  should  be  debited 
with  the  opening  stock  of  packages  at  stock  value,  and  with  all  purchases 
of  packages. 

Where  the  empties  are  not  returnable,  the  charge  for  the  package 
should  be  included  in  the  price  of  the  goods,  and  consequently  any  profit 
made  on  the  package  will  be  included  in  the  sales.  Where,  however, 
empties  are  returnable,  they  should  be  charged  up  to  the  various  accounts 
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whenever  possible,  but  it  sometimes  happens  that  customers  are  in  a 
position  to  object,  and  absolutely  refuse  to  allow  this  procedure  to  be 
adopted,  and  in  consequence  some  other  scheme  has  to  be  devised. 

The  following  is  a  suggestion  for  the  treatment  of  packages  in  both 
cases,  on  the  assumption  that  the  empties  are  returnable  : — 

(a)    Packages  charged  up. 

There  should  be  a  special  column  in  the  Sales  Day  Book,  to  record 
the  amount  to  be  charged  up  in  respect  of  packages.  The  account  of  each 
customer  will  thus  be  debited  with  the  value  placed  on  the  packages,  and 
the  total  of  the  packages  column  in  the  Day  Book  should  be  posted,  not 
to  the  credit  of  Sales  Account,  but  to  the  credit  of  a  Packages  Reserve 
Account.  As  the  empties  are  received  back,  particulars  thereof  should 
be  entered  in  an  Empties  Journal,  which  should  be  posted  in  detail  to 
the  credit  of  the  particular  customers,  and  in  total  at  the  end  of  each 
month  to  the  debit  of  the  Packages  Reserve  Account. 

K  credit  is  allowed  on  the  empties  returned  to  the  full  extent  of 
the  amount  charged  up  therefor,  the  credit  balance  on  the  Packages 
Reserve  Account  should  represent  the  amount  charged  up  for  packages 
outstanding,  and  this  figure  should  be  deducted  from  the  debtors  in  the 
Balance  Sheet. 

It  should  be  remembered  that  these  packages  are  usually  charged  up 
at  a  higher  rate  than  cost  price,  and  in  many  instances  when  they  are 
returned  credit  is  only  given  for  the  cost  price.  In  this  latter  case,  an 
actual  profit  is  made  on  the  empties,  which  should  be  transferred  from 
the  Packages  Reserve  Account  to  Packages  Account.  Where  customers 
retain  packages  and  pay  for  the  same,  an  adjusting  entry  should  be  made, 
debiting  the  Packages  Reserve  Account  and  crediting  Packages  Account. 

Full  particulars  of  the  returned  empties  should  be  made  by  the  gate 
office  foreman,  and  recorded  in  a  counterfoil  Credit  Note  Book.  This  book 
should  be  sent  daily  to  the  counting-house,  and  called  over  with  the  Ledger 
Accounts.  Immediately  the  items  are  proved  a  credit  note  should  be  made 
out,  and  after  this  has  been  checked  and  initialled  it  should  be  sent  to  the 
customer  concerned. 
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The  counterfoil  portion  of  the  book  should  then  be  handed  to  the 
empties  clerk,  who  should  write  up  the  Empties  Journal  therefrom. 

Empties  on  hand  and  in  the  hands  of  customers  should  be  valued  at 
cost  less  adequate  depreciation,  this  stock  figure  being  credited  to  the 
Packages  Account  and  brought  down  as  a  debit  balance :  any  difference 
on  this  account  being  then  written  off  to  Profit  and  Loss  Account  in  the 
usual  manner. 


(b)   Packages  not  charged  up. 

There  should  be  special  columns  ruled  in  the  Ledger  to  record  the 
identification  number  of  each  package  sent  out  but  not  charged  up.  The 
number  should  be  entered  on  the  invoice  and  in  the  Day  Book,  and 
reference  thereto  made  in  the  Package  Number  column  on  the  debit 
side  of  the  particular  accoimt  in  the  Ijedger  at  the  time  when  the  posting 
of  the  sale  is  made. 

As  the  empties  are  returned,  full  particulars  thereof  should  be  recorded 
by  the  gate  office  foreman,  as  explained  previously.  It  ^^^ll  not  be 
necessary,  however,  to  send  out  credit  notes,  nor  will  any  entries  be 
made  in  the  Empties  Journal.  The  gate  office  foreman's  book  should 
be  called  over  with  the  various  accounts  in  the  ledger,  and  as  each  entry 
s  checked  the  particular  number  of  the  package  should  be  entered  in  the 
Package  Number  column  on  the  credit  side  of  the  Ledger  Account. 

The  Ledger  clerk  should  periodically  examine  the  Package  Number 
columns  in  the  ledger,  and  cross  out  the  numbers  corresponding  on  the 
debit  and  credit  sides.  The  remaining  numbers  should  then  represent 
the  packages  still  in  the  hands  of  customers. 

Proper  Stock  Accounts  should  be  kept  for  the  packages,  and  the 
balances  of  these  accounts  should  show  at  a  glance  particulars  of  the 
packages  in  the  factory,  in  the  hands  of  customers  charged  up,  and  in 
the  hands  of  customers  not  charged  up.  The  stocktaking  should  be 
carried  out  without  reference  to  these  Stock  Accounts,  and  compared  with 
the  balances  on  the  Stock  Accounts,  any  discrepancy  being  enquired  into. 
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A  Packages  Account  will  be  kept  in  the  Ledger,  and  any  difference 
thereon  after  adjusting  the  actual  stock  brought  in  at  cost  less  adequate 
depreciation  will  be  written  off  to  Profit  and  Loss  Account  in  the  usual  way. 


§  IL— Cost  Accounts. 

It  is  essential  that  proper  Cost  Accounts  should  be  kept  and  agreed 
with  the  financial  books.  These  show  the  exact  cost  of  goods  manufac- 
tured, and  the  management  is  enabled  thereby  to  effect  a  strict  control 
over  expenditure,  particularly  in  the  case  of  wages. 

A  discussion  of  Cost  Accounts  in  detail  wdll  be  found  in  Chapter  XL 


§  12.— Stock. 

Stocktaldng  is  one  of  the  most  vital  proceedings  of  a  manufacturer's 
business,  because  an  erroneous  stock  value  directly  affects  the  profits. 
This  fact  has  been  fraudulently  acted  upon  in  many  instances,  and  was 
the  method  adopted  to  inflate  the  profits  in  the  well-known  case  of  the 
Kingston  Cotton  Mills, 

The  most  important  check  that  can  be  brought  to  bear  upon  such 
inflation,  so  far  as  an  Auditor  is  concerned,  is  for  him  to  ascertain  the 
ratio  between  the  gross  profit  shown  by  the  Trading  Account  and  the 
Sales  for  the  period,  after  charging  only  such  items  of  prime  cost  as  vary 
directly  with  the  turnover,  and  to  compare  with  that  of  previous  periods, 
inquiring  into  any  fluctuation  which  cannot  be  readily  accounted  for. 
Where  the  manufacturer  works  for,  and  maintains,  a  fixed  percentage 
of  profit  on  cost,  this  is  a  perfectly  reliable  check,  and  in  any  case  it  is 
of  considerable  utility. 

(a)   Valuation. 

Where  complete  Cost  Accounts  are  kept  and  agreed  with  the 
financial  books,  it  is  necessary  in  taking  stock  to  discriminate  between : — 

(1)  Raw  Materials. 
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(2)  Goods  in  course  of  manufacture  for  Stock  and  Contract  Accounts. 

(3)  Finished  Goods. 


(1)  Raw  Materials, 

The  cost  of  goods  utilised  in  manufacture  will  have  been  passed 
through  the  financial  books,  so  that  the  value  of  the  stock  of  raw  materials 
on  hand  should  agree  approximately  ^vith  the  balance  shown  on  the 
Materials  Account  in  the  financial  books  ;  and  after  an  independent 
valuation  of  the  raw  material  has  been  made,  a  reconciliation  between 
such  value  and  the  balaace  on  the  Materials  Account  should  be  effected. 
If  the  market  value  has  gone  down,  an  entry  should  be  put  through  the 
books  to  adjust  the  balance  on  the  Materials  Account.  The  invoices  for 
purchases  will  form  a  ready  check  as  to  the  cost  price  of  the  goods. 

(2)  Goods  in  course  of  Manufacture, 

The  correct  valuation  of  goods  in  the  course  of  manufacture  is  essential 
in  order  to  show  the  exact  value  of  the  work  in  progress  upon  each  of  the 
Manufacturing  Cost  Accounts. 

It  is  impossible  to  lay  down  any  hard-and-fast  rules  as  to  the  method 
to  be  adopted  in  valuing  these  partly  manufactured  goods  ;  but  where 
a  complete  system  of  Cost  Accounts  is  in  operation,  the  various  Cost 
Sheets,  showing  the  exact  cost  of  manufacturing  goods  at  various  stages, 
should  form  a  satisfactory  test  of  the  value  arrived  at.  The  value  put 
upon  these  goods  should  approximately  agree  with  the  balances  on  the 
various  Manufacturing  and  Contract  Accounts,  and  a  reconciliation 
between  the  two  should  bo  made. 


(3)  Finished  Goods, 

The  stock  of  these  should  be  taken,  and  the  total  value  should  agree 
with  the  Stock  Accounts.  The  various  Cost  Sheets  will  furnish  particulars 
which  will  form  a  very  satisfactory  check  on  the  valuation  placed  upon 
these  goods. 
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(b)    Method  of  Stocktaking, 

The  procedure  for  stocktaking  should  be  as  follows : — 

(1)  The  stock  should  be  taken  immediately  after  the  close  of  the  last 
day  of  the  period,  and  the  basis  of  valuation  should  be  cost  or 
market  price,  whichever  is  lower. 

(2)  The  work  of  stocktaking  should  be  apportioned  by  allocating  one 
person  to  call  out  the  quantities  and  descriptions  of  the  goods  ; 
another  to  enter  these  particulars  on  the  Stock  Sheets  ;  another 
(who  should  be  a  responsible  official)  to  enter  the  prices  ;  another 
to  make  the  calculations  and  to  cast  the  sheets  ;  and  another  to 
check  these  calculations  and  casts. 

Each  i)erson  should  initial  for  the  work  done  by  him  in  connection 
with  the  Stock  Sheets  ;  and,  finally,  the  sheets  should  be  signed  as  a 
whole  by  the  chief  manager,  a  director,  or  a  partner. 

All  invoices  referring  to  the  period  under  review  should  be  brought 
into  account,  particular  care  being  taken  to  see  that  no  stock  is  included 
unless  the  invoice  referring  to  it  has  been  actually  passed  through  the 
financial  books.  On  the  other  hand,  where  invoices  properly  referring 
to  the  period  under  review  are  received,  but  the  goods  in  respect  thereof 
are  not  received,  such  goods  should  be  valued  and  brought  into  account 
as  stock  in  transit.  Goods  sold  but  not  despatched  must,  of  course,  be 
eliminated,  and  great  care  should  be  exercised  to  see  that  this  is  done. 
It  \vill  be  necessary,  however,  to  see  that  the  sale  in  each  case  is  properly 
recorded. 

As  regards  stock  at  the  docks,  or  in  bonded  warehouse  at  the  date  of 
stocktaking,  it  must  be  seen  that  the  invoices  in  respect  thereof  are  passed 
through  the  books,  and  that  any  charges  paid  out  on  such  goods  are 
properly  dealt  with,  so  that  the  correct  valuation  can  be  placed 
upon  them. 


No  scheme  of  internal  check  can  prove  a  success  unless  the  chief 
officials  of  the  business  take  an  intelb'gent  interest  in  its  operation,  and 
see  that  each  step  is  systematically  carried  out. 
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In  consequence  a  considerable  moral  responsibility  rests  with  the 
heads  of  the  firm,  and  it  is  their  duty  occasionally  to  supervise  the  cash 
and  examine  the  balances,  to  be  present  at  the  payment  of  wages,  and 
to  examine  carefully  the  main  branches  of  the  system  in  operation,  in 
order  that  they  may  be  in  a  position  to  introduce  improvements  wherever 
possible. 

No  system  can  ever  remain  sound  unless  it  is  constantly  subjected 
to  severe  scrutiny,  and,  where  necessary,  adjusted  to  meet  present-day 
needs. 
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of  members  and  summary  book,  157. 
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provision  for  depreciation  under,  47. 
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treatment  of,  200 
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contents  of,  155. 
definition  of    155. 

ASCERTAINMENT   OF   PROFIT 
under  single  entry,  5,  109. 
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various  kinds  of,  21. 

ASSURANCE   COMPANIES   ACT,    1909 
prescribed  forms  of  accounts  under,  375. 

AUDIT 

preparation  for,  of  company's  books,  194. 

AUTHORITY  FOR  PAYMENTS,  398. 

AVERAGE  DATE 

definition  of,  74. 
illustration  of,  74,  120. 
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BAD   DEBTS 

dividends  in  respect  of,  406. 
ledger  for,  406. 
reserve  account  for,  54. 
reserve  for,  54. 

BALANCE   SHEET 

definition  of,  3. 
form  of,  21. 
of  a  company,  195. 
valuation,  380. 

BALANCING,   ERRORS  IN,   231. 

BANK   RECONCILL\TION  STATEMENT,   31. 
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hook  debts,  323. 
deficiency  account,  324. 
fully  secured  creditors   321. 
liabilities  on  bills  discounted,  322. 
partly  secured  creditors,  321. 
preferential  creditors,  323. 
statement  of  afiPairs,  320. 
unsecured  creditors,  321. 
valuation  of  assets,  323. 

BANKRUPTCY  OF  FIRMS,   325. 

BILL  DIARY 

use  of,  90. 

BILL  OF  LADING,   DEFINITION   OF,   97. 

BILL  PAYABLE   BOOK 

form  of,  86. 

BILL  PAYABLE  LEDGER,  88. 

BILL  RECEIVABLE  BOOK 

form  of,  86. 

BILL   RECEIVABLE  LEDGER 

form  of,  89. 
use  of   88. 

BILLS  DISCOUNTED 

oontinfTcnt  liability  on,  97,  201,  322. 

BILLS  OF  EXCHANGE 

accommodation  bill,  00,  .322. 
definition  of,  80. 
specimen  formt  of.  82. 
stamp  duticft  on,  82. 

BONUS 

applicatioD  of,  to  payment  of  calls,  192. 

I»  i)  2 


420  INDEX. 

BONUS  SHARES 

issued  at  par,  191. 
issued  at  a  premium,  191. 

BOUGHT  DAY  BOOK,  38. 

BOUGHT  LEDGER  ANALYSIS  BOOK 
form  of,  12. 
use  of,  9. 

BRANCH  ACCOUNTS, 

foreign  branches,  259. 

retail  branches,  239. 

goods  charged  at  cost  price,  243. 

goods  charged  at  cost  price  plus  percentage,  245 

goods  charged  at  selling  price,  239. 

systems  in  use,  237. 

wholesale  branches,  237. 

BRANCH  BOOKS 

when  all  detail  is  recorded,  247. 

BRANCH  CURRENT  ACCOUNTS,   247.  253. 
BROKERAGE   ON   PLACING  SHARES,    176. 


CALLS 

call  books,  169. 

call  letters,  169. 

calls  in  arrear,  189. 

journal  entries  relating  to,  170,  172. 

CAPITAL 

conversion  of,  301. 

definition  of,  5, 

payment  of  interest  out  of,  193. 

receipts  and  payments  accounts,  18. 

CAPITAL  ACCOUNTS 

partners'  of,   102,   107. 
sole  trader  of,  22. 

CAPITAL  OF   OUTGOING   PARTNERS 

repayment  of  by  instalments,  119. 

repayment  of  by  way  of  annuity,  122. 

repayment  of  from  date  of  realization  of  assets,  120. 

CAPITAL   EXPENDITURE 

definition  of,  22, 

distinguished  from  revenue  expenditure,  22. 

CAPITAL  LOSSES 

under  double  account  system,  299. 
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CARD   LEDGERS 

description  of,  368. 

CASH 

necessity  for  internal  check  with  regard  to,  393. 
authority  for  payments,  398. 
general  cash  payments,  396. 
general  cash  receipts,  393. 
petty  cash,  401. 
travellers'  remittances,  394. 
wages,  398. 

CASH   BOOK 

for  charitable  institutions,  386. 

reconciliation  with  bank  pass  book,  31. 

total  accounts,  227. 

where  all  receipts  are  banked,  30. 

where  there  are  mixed  cash  and  bank  transactions,  29. 

CASH   DISCOUNT 

definition  of,  31. 

CHARITABLE   INSTITUTIONS 

accounts  of,  382. 

form  of  cash  book  for,  386. 

form  of  purchase  journal  for,  387. 

specified  forms  of  accounts  for,  382. 

subscription  register  for,  387. 

CLAIMS 

for  compensation,  351. 

destruction  of  business,  351. 

disturbance  of  business,  351. 

personal  injuries,  351. 
for  stock  destroyed  by  fire,  350. 

COLLIERY   COST   SHEET 

form  of,  285. 

COLUMNAR  JOURNALS,   39. 

form  of  bought  journal,  40,  235. 

COLUMNAR   PETTY   CASH   BOOK,   32.  33. 

COMBINED   PURCHASE   DAY   BOOK  AND   LEDGER 
explanation  of,  363. 
form  of,  364. 

COMMISSION 

on  debentures,  157,  158. 

on  placing  shares,  157,  168,  176. 

underwriting,  176. 

COMPANIES 

absorption  of  one  oompany  by  another,  204. 

aocounts  of.  162,  196. 

amalgamation  of,  202. 

balance-sheet  of.  196. 

distinction  between  partnerships,  161. 

private,  163. 

purchase  of  private  firm  by,  182. 
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COMPANIES   (CONSOLIDATION)   ACT,    1908 
annual  general  meeting,  157. 
annual  list  of  members  and  summary  book,  157. 
auditors'  report,  196. 

balance-sheet  to  be  signed  by  directors,  196. 
commission  on  placing  shares,  176. 
discount  on  issue  of  debentures,  176,  179. 
filing  allotments  with  the  Registrar,  170. 
filing  of  summary  with  the  Registrar,  158. 
issue  of  debentures  as  collateral  security,  181,  182. 
limitation  of  number  of  partners,  151. 
minute  book,  160. 

payment  of  interest  out  of  capital,  193. 
private  companies,  153. 
reduction  of  capital,  211. 
register  of  directors  and  managers,  160. 
register  of  members,  156. 
register  of  mortgages,  156. 
registration  of  mortgages,  156,  179. 
re-issue  of  redeemed  debentures,  181. 
return  of  capital  out  of  profits,  213. 
returns  to  Registrar  in  Liquidation  under,  336,  33' 
statement  in  form  of  balance-sheet,  157. 
statement  in  lieu  of  prospectus,  154. 
statutory  report,  154,  161. 

COMPENSATING  ERRORS,    3. 

CONSIGNMENT  ACCOUNTS 
account  current,  73. 
account  sales,  69. 
consignee,  entries  in  boolts  of,  71. 
consignor,  entries  in  books  of,  79. 
contrasted  with  sale  or  return,  69. 
joint  consignments,  75. 
stock  book,  71. 

CONTANGO 

definition  of,  371. 

CONTINGENT  LIABILITIES. 

on  bills  discounted,  97. 
treatment  of,  201,  373. 

CONTRACT  COST  ACCOUNTS,  269,  270. 

CONTRACTS 

ledger,  275. 

ledger,  form  of,  277. 

materials  for,  271. 

materials  returned  from,  272. 

plant  used  on,  273. 

purchase  journal  for,  271. 

summary  ledger  for,  276. 

taking  profit  on  uncompleted,  277 

CONTRIBUTORIES 

returns  to,  338. 
statement  regarding,  334. 
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CONVERSION   OF   CAPITAL, 

double  account  system,  under,  301. 

CONVERSION  OF  PRIVATE  FIRM  INTO  LIMITED  COMPANY,  136,  136. 

CONVERSION   OF  SINGLE   ENTRY   INTO   DOUBLE   ENTRY 

at  a  given  date,  7. 

from  one  period  to  another,  7,  14. 

COST  ACCOUNTS 

contract  or  terminal,  269,  270. 

departmental,  269,  291. 

establishment  charges  in,  274. 

factory,  269,  291. 

output  or  single,  269,  284. 

multiple,  270,  292. 

principle  of,  269. 

process,  270,  292. 

reconciliation  with  financial  book.e,  281. 

unit  system  of,  292. 

wages  in,     273. 

working,  270,  288. 

COST  SHEET 

advantages  of,  284. 
definition  of,  284. 

COST  SHEET  FOR  COLLIERY 

form  of,  285. 

COST  SHEET  FOR   IRON   AND   STEEL  WORKS 

form  of,  286. 

CUMULATIVE   PREFERENCE   SHARES, 

arrears  of  dividend,  201. 
description  of,   164. 

CURRENT  ACCOUNTS 

of  branches,  247,  253. 
of  partners,  107. 


DAY  BOOKS,  3S. 

DAYS  OF  GRACE 

explanation  of.  81. 

DEAD  RENT 

dcflnitioQ  of,  347. 

DEBENTURE  LEDGER.    178. 
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DEBENTURES 

definition  of,  178. 

issued  as  collateral  security  for  a  loan,  181. 

issued  at  a  discount,  179. 

issued  at  a  premium,  179. 

mort.g;ige,  178. 

redemption  of,  181. 

registration  of,  178. 

repayable  at  a  premium,  180. 

simple  or  naked,  178. 

DEEDS   OF  ARRANGEMENT 

accounts  in  connection  with,  329. 

DEEDS  OF  PARTNERSHIP,  loi. 

DEFERRED  ORDINARY  SHARES  AND  STOCK,  165,  3oi. 

DEFERRED  SHARES,  165. 

DEFICIENCY   ACCOUNT 
in  bankruptcy,  324. 
in  bankruptcy,  form  of,  326. 
in  compulsory  liquidation,  331. 
in  liquidation,  form  of,  334. 

DEFINITIONS 

accommodation  bill,  90. 

account  current,  73. 

account  sales,  69. 

acreage  rent,  348. 

allotment  letters,  167. 

application  letters,  165. 

appropriation  account,  18. 

articles  of  association,  155. 

average  date,  74. 

balance-sheet,  3. 

bill  of  exchange,  80. 

bonus  shares,  191. 

capital,  5. 

capital  expenditure,  22. 

cash  discount,  31. 

contango,  371. 

contingent  liability,  201.  • 

days  of  grace,  81. 

dead  rent,  347. 

debentures,  178. 

deferred  shares,  165, 

depreciation,  43. 

depre<;iation  fund,  48. 

discounted  bills,  97. 

dishonoured  bills,  95. 

double  account  system,  298. 

double  entry,  2. 

fictitious  assets,  21. 

fixed  assets,  21. 

floating  assets,  21, 

forfeited  shares,  189. 

founders'  shares,  165. 
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DEFINITIONS    {continued) 
goodwill,  112. 
impersonal  accounts,  4. 
imprest  system,  33. 
income  and  expenditure  account,  19. 
insurance  fund,  53. 
internal  check,  390. 

joint  and  several  promissory  notes,  81. 
joint  trade,  141. 
joint  venture,  141. 
letter  of  allotment,  167. 
letter  of  regret,  167. 
limited  partnership,  123. 
memorandum  of  association,  154 
minimum  rent,  347. 
mortgage,  177. 
negotiable  instrument,  81. 
nominal  accounts,  4. 
ordinary  shares,  164. 
partnership,  101. 
personal  accounts,  4. 
preference  shares — 
simple,  164. 
cumulative,     164. 
private  companies,  153. 
profit  and  loss  account,  18. 
promissory  note,  80. 
quasi  partners,  123. 
real  accounts,  4. 

receipts  and  payments  account,  18. 
redeemable  dead  rent,  347. 
reserve,  53. 
reserve  fund,  53. 
retired  bills,  96. 
revenue  expenditure,  22. 
royalty  rent,  347. 
secret  reserves,  69. 
short  bills,  96. 
short  workings,  347. 
single  entry,  2. 
sinking  fund,  53. 
sleeping  partners,  123 
table  *'  A  ",  156. 
tentail  rent,  348. 
trade  discount,  31. 
trading  account,  16. 
trial  balance,  3. 
underwriting  commission,  176. 
wasting  assets,  21. 

DEL  CREDERE  AGENT 
definition  of,  69. 

DEPARTMENTAL  ACXJOUNTS,   234 

DEPARTMENTAL  BOUGHT  DAY   BOOK.   235. 

DEPARTMENTAL  COST  ACCOUNTS,   269,  291 
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DEPRECIATION 

considerations  to  determine  rate  of,  43. 

definition  of,  43. 

fund,  definition  of,  53. 

fund,  under  double  account  system,  298. 

necessity  of  providing  for,  44. 

principal  methods  of  providing  for — 

annuity  system,  47. 

depreciation  fund  system,  48. 

fixed  instalment  system,  44. 

insurance  policy  system,  50. 

reducing  instalment  system,  46. 

revaluation,  51. 

DILAPIDATIONS 

arising  under  lease,  53. 

DIRECTORS'   REPORT  FOR   STATUTORY  MEETING,    loi. 

DISCOUNT 

bills  of  exchange,  on,  90  et  seq. 

cash,  31. 

debenture  issued  at  a,  179. 

reserve  account,  55. 

reserve  for,  55. 

trade,  31. 

DISCOUNTED    BILLS,    90  et  seq.,  201,  322. 

DISHONOURED   BILLS,   95. 

DISSOLUTION   OF  PARTNERSHIP 

by  bankruptcy,  133,  134. 

by  death,  133,  134. 

capital  account  permanently  in  debit  on,  130. 

capital  account  temporarily  in  debit  on,  129. 

formula  for  closing  books  on,  126. 

Garner  v.  Murray,  130. 

loss  on  realization  of  assets  on,  128. 

on  agreed  terms,  132. 

Partnership  Act,  1890,  and,   124. 

profit  on  realization  of  assets  on,  127. 

DISTINCTION     BETWEEN     PARTNERSHIPS     AND    LIMITED    COM 
PANIES,    151. 

DISTINGUISHING  LABELS   FOR   LEDGERS,   403. 

DISTURBANCE   OF  BUSINESS 

claims  for  compensation  arising  through,  351. 

DIVIDENDS 

treatment  of,  199. 

DOCUMENTARY   BILLS,    97. 

DOUBLE   ACCOUNT  SYSTEM 

conversion  of  capital  under,  301. 
definition  of  the,  298. 

renewal  and  depreciation  funds  under,  299. 
statutory  forms  under,  303  et  seq. 
treatment  of  capital  losses  under,  299. 
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DOUBLE   ENTRY,   2 

advantages  of  over  single  entry,  3. 
conversion  from  single  entry  to,  7. 
definition  of,  2. 
theory  of,  2. 

DOUBTFUL   DEBTS 

reserves  for,  54. 


ELECTRIC  LIGHTING  ACT,    1882 

statutory  forms  of  accounts  under,  312. 

ELECTRIC  LIGHTING  COMPANIES'   ACCOUNTS 

statutory  form  of,  312. 

EMPTIES   AND   PACKAGES,   409. 
charged  up,  410. 
not  charged  up,  411. 

EQUALIZATION   OF  DIVIDENDS 

reserve  account  to  provide  for,  278. 

ERRORS 

balancing,  in,  231. 
compensating,  3,  4. 
of  omission,  4, 
of  principle,  4. 
rectification  of,  40. 

ESTABLISHMENT  CHARGES, 
administration  expenses,  274. 
cost  accounts,  in,  274. 
works  expenses,  274. 

EXCHANGE 

branches  working  on  a  fixed  rate  of,  259. 
branches  working  on  a  fluctuating  rate  of,  261. 


FACTORY  COST  ACCOUNTS,  269.  291. 

FICTITIOUS  ASSETS 
definition  of,  20. 

FINANCE  COMPANIES,   372 

FINANCIAL  BOOKS 

reconciliation  of  cost  accounts  with,  281. 
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FIRE   CLAIMS   FOR   LOSS   OF  STOCK,   350. 

FIXED  ASSETS 

definition  of,  20. 

FIXED  CAPITAL  AND   CURRENT   ACCOUNTS   OF   PARTNERS,  107. 

FIXED   INSTALMENT  SYSTEM   OF   DEPRECIATION,   44. 

FLOATING  ASSETS 
definition  of,  20. 

FOREIGN  BRANCHES 

working  on  a  fixed  rate  of  exchange,  259. 
working  on  a  fluctuating  rate  of  exchange,  261. 

FOREIGN   EXCHANGE,   258. 

FOREIGN  MINE  ACCOUNTS,   265. 

FORFEITED   SHARES 

entries  in  books  relating  to,  189. 

FORMATION   EXPENSES,    175. 

FORMS 

account  current,  73. 

account  sales,  70. 

allotment  letter,  168. 

annual  list  of  members  and  summary,   157. 

application  and  allotment  book,  167. 

application  letter,  166. 

bill  of  exchange,  82. 

bill  payable  book,  86. 

bill  receivable  book,  86. 

bill  receivable  ledger,  89. 

cash  book  of  mixed  cash  and  bank  transactions,  29. 

cash  book  where  all  moneys  are  banked,  30. 

charitable  institutions  cash  book,  386. 

columnar  books,  for  sectional  balancing,  227. 

columnar  bought  journal,  40. 

contract  ledger,  277. 

cost  sheet  for  colliery,  285. 

cost  sheet  for  iron  and  steel  works,  286. 

deeds  of  arrangement,  account  in  connection  with,  329. 

deficiency  account  in  bankruptcy,  326. 

deficiency  account  in  liquidation,  334. 

departmental  bought  day  book,  235. 

electric  lighting  company's  accounts,  312. 

gas  company's  accounts,  310. 

income  and  expenditure  account,  20. 

invoice,  39. 

life  insurance  company's  accounts,  375. 

liquidator's  cash  book,  335. 

petty  cash  book,  33. 

plant  ledger,  368. 

promissory  notes,  84. 

purchase  day  book  and  ledger  combined,  364. 

purchase  journal  of  contractor,  271. 
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FORMS   (contimied) 

purchase  journal  for  hospital,  387. 

railway  company's  accounts,  305. 

receipts  and  payments  accounts,  20. 

receiver's  accounts,  340. 

register  of  mortgages,  156. 

register  of  transfers,  174. 

rental  ledger,  365. 

sales  ledger  summary  book,  230. 

sale  or  return  day  book,  65,  67. 

sale  or  return  journal,  68. 

share  ledger,  173. 

statement  of  affairs  in  bankruptcy,  326. 

statement  of  affairs  in  liquidation.  333. 

statutory  report,  162. 

subscription  register,  387. 

total  accounts,  226. 

transfer  journal,  225. 

trustees'  cash  book,  328. 

visitors'  ledger,  367. 

water  rental  ledger,  366. 

FORMULA    FOR     CLOSING    PARTNERSHIP     BOOKS     ON     DISSO 
LUTION,    126. 

FOUNDER'S   SHARES,    165. 


G. 

GARNER  V.   MURRAY 
ruling  in,  125,   130. 

GAS  COMPANY'S  ACCOUNTS 

statutory  forms  of,  310. 

GAS   WORKS   CLAUSES   ACT,    1871 

preBcribed  forms  of  account  under,  310. 

GATE   BOOK,  408. 

GENERAL  RESERVES,   53. 

GOODS   INWARDS   BOOK,   4oo. 

GOODS  ON  SALE   OR   RETURN 

distinction  between  consignments  and,  09. 

Kale  or  return  day  book,  65,  67. 

sale  or  return  journal,  68. 

treatment  of,  where  number  of  goods  sent  is  considerable,  06. 

treatment  of,  where  number  and  value  of  goods  sent  are  considerable,  07. 

treatment  of,  where  number  of  goods  sent  is  small,  65. 
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GOODWILL 

affecting  incoming  partner,  112. 

affecting  outgoing  partner,  116. 

definition  of,  112. 

in  books  of  a  partnership,  118. 

life  policies  to  provide  for  part  payment  of,  116. 

on  sale  of  business  to  a  company,  118,  182  et  seq. 

GUARANTEES 

contingent  liabilities  under,  201. 


H. 


HIRE-PURCHASE   AGREEMENT 

entries  in  buyer's  books,  342. 
entries  in  seller's  books,  344. 

HOSPITALS 

accounts  of,  382. 
columnar  cash  book  for,  386. 
purchase  journal  for,  387. 
specified  forms  of  accounts  for,  382. 
subscription  register  for,  387. 

HOSPITAL   SATURDAY   FUND 

prescribed  forms  of  accounts  under,  383. 

HOTEL  VISITORS'   LEDGER,    367. 


I. 


BIPERSONAL  ACCOUNTS 
definition  of,  4. 


IMPREST   SYSTEM 

explanation  of,  33. 

INCOME   AND   EXPENDITURE   ACCOUNT 

definition  of,  19. 

distinguished  from  receipts  and  payments  account,  19. 

INCOMING  PARTNER 

goodwill  affecting,  112. 

INCORPORATION   OF   COMPANY 

apportionment  of  profit  prior  to,  188. 

INDEX 

general  index  for  ledgers,  402. 
press  cuttings  index,  405. 

INSTALMENTS 

agreements  to  pay  by,  342,  345. 

repayment  of  outgoing  partner's  capital  by,  1 19. 
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INSURANCE  ACCOUNTS 
fire,  376. 
life,  377, 
marine,  359. 

INSURANCE   FUND 

definition  of,  53. 

operation  of  in  steamship  company's  accounts,  58. 

INSURANCE   POLICY 

provision  of  depreciation  by,  50. 

INTEREST   ON   CAPITAL 

adjustment  of  in  partnership  accounts,  147. 
definition  of,  103. 
necessity  of  providing,  102. 

INTEREST   ON  DRAWINGS,   104. 

INTEREST  PAYABLE   OUT   OF   CAPITAL,    ifl^ 

INTERNAL  CHECKS 

classification  of,  301. 

mechanical  checks,  391. 

physical  checks,  391. 

theoretical  or  intellectual  checks,  392. 
definition  of,  390. 
necessity  for  sound  system  of,  390. 

INVESTMENT  ACCOUNTS 

cum  and  ex  dividend,  treatment  of,  362. 
passing  income  received  through,  361. 

INVOICE 

form  of,  39. 

IRON  AND  STEEL  WORKS 

cost  sheet  of,  286. 

ISSUE  OF  DEBENTURES 

as  collateral  security  for  a  loan,  181. 
at  a  discount,  179. 
at  a  premium,  180. 

ISSUE  OF  SHARES 

at  a  premium,  171. 

at  a  premium  and  valuation,  205. 

journal  entries  relating  to,  170. 


J. 

JOINT  CONSIGNMENT  ACCOUNTS,   76, 

JOINT  ESTATE 

in  bankniptcy,  325. 


432  INDEX. 

JOINT   PROMISSORY   NOTES 
definition  of,  81. 
form  of,  84. 

JOINT   VENTURE  ACCOUNTS 

definition  of,  141. 

entries  in  books  relating  to,  141. 

JOINT  AND  SEVERAL  PROMISSORY    NOTE 
definition  of,  81. 
form  of,  84. 

JOURNAL 

columnar,  40. 

form  of  entries,  36. 

legally  necessary  in  some  countries,  36. 

rectification  of  errors,  through,  40. 

use  of  the,  36. 

JOURNAL  ENTRIES 

narrative  in,  36. 

relating  to  issue  of  shares,  170. 

specimen  forms  of,  37. 


K. 


KING  EDWARD'S   HOSPITAL  FUND 

specified  forms  of  account  for,  383. 


LEASE 

depreciation  of,  44,  47. 
dilapidations  arising  under,  53. 

LEDGERS 

card,  368. 

distinguishing  labels  for,  403. 

general  index  to,  402. 

internal  check  with  regard  to,  402. 

loose-leaf,  368,  370,  404. 

plant,  368. 

rental,  365. 

sectional  balancing  for,  221,  405. 

subdivision  ol,  403. 

tabular,  363. 

visitors',  367. 

water  rental,  366. 

LEDGER  ACCOUNTS 

investments,  361. 
various  kinds  of,  4 
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LETTERS  OF  ALLOTMENT,    J  67. 
LETTERS   OF  CALL,    169. 
LETTERS   OF  REGRET,    167. 

LIFE   INSURANCE   ACCOUNTS 

forma  of,  376. 

LIFE   POLICY 

taken  over  in  satisfaction  of  a  debt,  352. 

to  provide  for  part  payment  of  goodwill,  116, 

LIMITED   COMPANY 

purchase  of  private  business  by,  182. 

LIMITED   PARTNERS 

definition  of,  123. 

LIMITED   PARTNERSHIPS   ACT,  1907,    123. 

LIQUIDATION  ACCOUNTS 

compulsory  liquidation,  331. 
voluntary  liquidation,  336. 

LIQUIDATOR'S  CASH   BOOK 
form  of,  335. 

LOAN  ACCOUNTS  OF  PARTNERS,    107. 

LOANS 

repayment  of,  by  sinking  fund,  55. 

LOOSE-LEAF  LEDGERS,   368,  404. 

LOOSE   PLANT   AND  TOOLS 

treatment  on  rc-valuation  of.  354. 


M. 

^lAlNTENANCE  RESERVE    ACCOUNT,  52. 

MANUFACTURING  ACCOUNT, .  18,  288. 

MARINE  INSURANCE  ACCOUNTS,  Z5\). 

MARINE  INSURANCE  FUND.   58. 

MATERIALS 

carriage  of,  273. 

for  contracts,  271. 

for  store,  272. 

returned  from  contracts.  272. 
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MECHANICAL  CHECKS 

explanation  of,  391. 

MEMORANDUM  OF  ASSOCIATION 
contents  of,  154. 
definition  of,  lo4. 

METHOD  OF  STOCKTAKING,   414. 

METROPOLITAN  HOSPITAL  SUNDAY   FUND 
specified  forms  of  accounts  for,  .38.*}. 

MINE  ACCOUNTS,   265. 

MINIMUM   RENT 

definition  of,  347. 

MINIMUM  RENTS  AND   ROYALTIES 

where  minimum  rent  exceeds  royalty  rent,  347. 
where  royalty  rent  exceeds  minimum  rent,  347.. 

MINUTE  BOOK,    160 

MISCELLANEOUS   ACCOUNTS,   342. 

MISCELLANEOUS   PROBLEMS 
in  partnership  accounts,  144. 

MORTGAGES 

definition  of,  177 
entries  in  register  of,  177. 
register  of,  156. 
registration  of,  156,   177. 

MORTGAGE   DEBENTURES,    178. 

MULTIPLE  COST    ACCOUNTS.   270,   292. 


N. 


NARRATIVE 

for  journal  entries,  36. 

NEGOTIABLE   INSTRUMENT 

defmitioji  of,  81. 

NOMINAL  ACCOUNT 
definition  of,  4. 


o. 

OPERATION   OF   INSURANCE   FUNDS,    58. 
OPERATION   OF   SINKING   FUNDS,    55.. 
ORDINARY   SHARES,    164. 
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OUTGOING   PARTNERS 

capital  repaid  by  instalments,  119. 

capital  repaid  by  instalments,  with  interest  from  date  of  realisation,  120. 

capital  repaid  by  way  of  annuity,  122. 

goodwill  affecting,  110. 

OUTPUT  COST  ACCOUNTS,   209,  284. 

OUTSTANDING  COSTS 

of  professional  men,  373. 

OUTSTANDING  LIABILITIES,   6(.. 


P. 


PACKAGES   AND    EMPTIES 

charged  up,  410. 
not  charged  up,  411. 

PARTNER 

limited,  123. 
quasi,  123. 
sleeping,  123. 

PARTNERSHIP  ACCOUNTS 

amalgamation  of  Sole  Traders,   138. 

goodwill  in,  112. 

interest  on  capital,  102,103. 

interest  on  drawings,  102,  104. 

partners'  current  accounts,  102,  107. 

partners'  fixed  capitals,  102,  107. 

partners'  loan  accounts,  107. 

partners'  salaries,  102,  104. 

repayment  of  capitals  in,  119. 

rules  relating  to,  in  absence  of  agreement.  103. 

under  single  entry,  109. 

usual  adjustments  necessary  in,  103. 

clauses  in  deeds,  of,  101. 

deeds  of,  101. 

definition  of,  101. 

di.^sulution  of,  124. 

distinction  between  limited  company  and,  lf>l. 

life  policies,  treatment  of  in,  116. 

limited,  123. 

number  of  partners  limited,  151. 

partners'  share  of  profits  in,  102. 

adjustment  where  interest  has  been  omitt^Mi,    14' 
guarantee<l  nt  a  fixed  minimum,  148 
proportion  of,  borne  by  another,  14  4. 
re  adjustment  of,  over  period  of  years,  14«. 

PARTNERSHIP  ACT,  1890 
application  of  section  24. 
definition  of  partnonhip,  101. 
division  of  capital,  profits,  and  losses,  103. 
loaTiM  from  partners  under,  103,   107,  123. 
quasi  partnorH,  123. 
rules  in  absence  of  agreement,  103. 


KK' 
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PAYMENT  OF   INTEREST 

out  of  capital,  193. 

PAYMENT  OF  WAGES,   401. 

PAYMENTS  m  ADVANCE,   62. 

PERCENTAGES   IN  TRADING   ACCOUNTS,   293. 

PERSONAL  ACCOUNT 
definition  of,  4. 

PETTY  CASH 

columnar,  32. 

form  of  book,  33. 

imprest  system,  33. 

internal  check  relating  to,  401. 

PIECE-WORKERS'   WAGES,   400. 

PLACING  SHARES 

brokerage  on,  170. 
commission  on,  170. 

PLANT  AND  LOOSE  TOOLS 

treatment  on  re-sraluation  of,  354. 

PLANT  LEDGER,   368. 

PLANT  REGISTER,   273. 

PLANT  USED   ON  CONTRACTS,   273. 

POLICY  OF  INSURANCE 

provision  for  replacement  of  asset  by,  60. 

POLICY,   LIFE 

taken  over  in  satisfaction  of  debt,  352. 

to  provide  for  part  payment  of  goodwill,  116. 

PREFERENCE   SHARES,    164. 

PREFERENTIAL  CREDITORS,    323. 

PREFERRED   ORDINARY   SHARES  AND   STOCK,   165,    302. 

PRELIMINARY   EXPENSES,    175. 

PREMIUM 

debentures  i.ssued  at  a,  179. 
debentures  repayable  at  a,  180. 
issue  of  bonus  shares  at  a,  191. 
shares  issued  at  a,  171,  205. 

PRESS  CUTTINGS   INDEX,   405. 
PRINCIPLE   OF  COST   ACCOUNTS,   209. 

PRIVATE   COMPANIES 

definition  of,  153. 


•     INDEX. 

PRIVATE   FIRM 

conversion  into  limited  company  of,  135,  136,  182. 

PROCESS  COST  ACCOUNTS,  270.  292. 

PRODUCTION  ACCOUNTS,   286. 

PROFIT  AND   LOSS  ACCOUNT 

definition  of,  18. 

distinction  between  trading  account  and,  18. 

PROFIT  ON  UNCOMPLETED  CONTRACTS,  277. 

PROFITS 

apportionment  of,  prior  to  incorponvtion,  188, 
ascertainment  of,  under  single  entry,  5. 

PROMISSORY  NOTES 

definition  of,  80. 

forms  of,  84. 

joint,  81,  85. 

joint  and  several,  81,  85. 

stamp  duties  on,  82. 

PROSPECTUS 

filing  with  Registrar,  154. 

PURCHASE  JOURNAL 

columnar,  40,  271. 
combined  with  ledger,  364. 
departmental,  235. 
for  contracts,  271. 
for  hospitals.  387. 

PURCHASE   OF  PRIVATE   FIRM 

by  limited  company,  135,  130,  182. 

PURCHASE  RETURNS,  407. 
PURCHASES,   406. 


QUASI    PARTNERS 

definition  of,  123. 

QUANTITY  ACCOUNTS,  18. 

R, 

RAILWAY   COMPANIES  (ACCOUNTS  AND  RETURNS)  ACT.    1911 
forms  of  account  under,  303. 

RAILWAY  COMPANY'S   ACCOUNTS 
conversion  of  capital  in,  301. 
form  of.  303. 
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RATE   OF  EXCHANGE 

fixed  rate,  259. 
fluctuating  rate,  201. 

READJUSTMENT   OF   PARTNERS'   SHARES 
over  a  period  of  years,  146. 

REAL  ACCOUNT 

definition  of,  4. 

REBATED    BILLS,   98. 

RECEIPTS  AND   PAYMENTS   ACCOUNT 
capital,  20. 
definition  of,  18. 

distinguished  from  an  income  and  expenditure  acconul,  19 
usual  form  of,  19. 

RECEIVERSHIP  ACCOUNTS,   339. 

RECONCILIATION   STATEMENT 

bank  book  with  cash  book,  31. 

cost  accounts  with  financial  books,  281. 

RECONSTRUCTIONS,   215. 

REDEEMABLE   DEAD   RENTS 
definition  of,  347. 

REDEMPTION   OF  DEBENTURES,    iso. 
REDEMPTION  FUND,   50. 

REDUCTION   OF  CAPITAL 

cancelling  unissued  shares,  211. 

in  excess  of  company's  requirements,  211. 

other  modes  of,  214. 

out  of  profits,  213. 

unrepresented  by  available  assets,  211. 

REDUCING   INSTALMENT  SYSTEM  FOR   DEPRECIATION,    40. 

REGISTER 

of  directors  and  managers,  100. 

of  members,  156. 

of  mortgages,  156. 

of  share  warrants,  176. 

of  transfers,  174. 

REGULATION  OF   RAILWAYS   ACT,    1868 
conversion  of  capital  under,  301. 

RE-ISSUE   OF  FORFEITED   SHARES,    189. 

RENEWAL  FUND 

under  double  account  system,  29^. 

RENTAL   LEDGER,    365. 

REPAIRS,   RENEWALS,   AND   REPLACEMENTS,   51. 

REPAYMENT   OF   LOANS   BY   SINKING  FUND,   55. 
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RESERVE 

bad  and  doubtful  debte,  54. 
for  discounts,  55. 
general,  53. 
secret,  59. 
specific,  53. 

RESERVE   FUND 

definition  of,  53. 

RETAIL  BRANCHES 

goods  charged  at  cost  price,  243. 

goods  charged  at  cost  price  plus  percentage,  245. 

goods  charged  at  selling  price,  239. 

RETIRED   BILLS 

definition  of,  9G. 

RETURN   OF  ALLOTMENTS,    no. 

RETURN  TO  SHAREHOLDERS   IN   LIQUIDATION   ACCOUNTS,  338. 

RETURNS 

purchases,  407. 
sales,  409. 

REVALUATION 

depreciation  by,  51,  354. 

REVENUE  ACCOUNT,    19,  303,  3li,  314. 

REVENUE   BALANCES 

treatment  of,  on  absorption  by  a  company,  206. 

REVENUE   EXPENDITURE 

definition  of,  22. 

distinguished  from  capital  expen^liture,  22. 

ROYALTY   RENT 

definition  of,  347. 


s. 

SALARIES  OF  PARTNERS.    102,   104 

SALE  OF  BUSINESS 

treatment  of  goodwill  on.  118. 

SALE  OR   RETURN 
goods  sent  on,  65. 

SALES,  408. 

SALES  DAY   BOOK.   31.. 

SALES  LEDGER 

analysis  of,  8,  11. 

SALES  LEDGER  SUMMARY  BOOK.  :i.»u. 
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SALES  RETURNS,  409. 


SECRET  RESERVES 

explanation  of,  59. 
formation  of,  59. 

SECTIONAL  BALANCING,  228. 

SELF-BALANCING  LEDGERS,   228. 

SEPARATE   ESTATES   OF  PARTNERS   IN   BANKRUPTCY,    326 

SHARE  BOOKS 

register  of  transfers,  174. 

share  ledger,  173. 

share  warrant  register,  175. 

SHARE  CAPITAL 

application  and  allotment  of,  165,  172. 

calls  on,  169,  172. 

distinction  between  stock  and  shares,  165. 

reduction  of,  211. 

various  classes  of,  164. 

SHARE  LEDGER 
form  of,  173. 

SHARE   OF   PARTNER    GUARANTEED   AT   FIXED   MINIMUM,  148. 

SHARE   PROFITS 

treatment  of,  388. 

SHARES 

bonus,  191. 

brokerage  on  placing,  176. 

commission  on  placing,  176. 

deferred,  165. 

deferred  ordinary,  164. 

forfeiture  of,  189. 

founders',  165. 

ordinary,  164. 

partly  paid-up,  treatment  of,  on  absorption,  210. 

preference,  164. 

preferred  ordinary,  164. 

underwriting,  commission  on,  175. 

SHARES   ISSUED   AT  A   PREMIUM,    171,    205. 
SHARE   WARRANT  REGISTER,    I7f. 
SHARE  WARRANTS  TO   BEARER,    175. 
SHIPPING  ACCOUNTS,   357. 

SHORT  BILLS 

definition  of,  96. 

SHORT  WORKINGS 

definition  of.  347. 
SIGNATORIES'   SHARES.    169. 


i 
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SIMPLE   DEBENTURE,    178. 


SINGLE  ACCOUNT  SYSTEM 

compared  with  double  account  system,  298. 

SINGLE  COST  ACCOUNTS,  269,  284. 

SINGLE  ENTRY 

adjustment  of  partnership  accounts  under,  109. 

asceitainment  of  profits  under,  5,  109. 

conversion  into  double  entry  of,  7. 

definition  of,  3. 

preparation  of  statement  of  affairs  under,  5,  et  seq. 

theory  of,  3. 

SINKING  FUND 

definition  of,  53. 
operation  of,  55. 

SLEEPING  PARTNERS 

definition  of,  123. 

SOLE  TRADERS 

accoimts  of,  22. 
amalgamation  of,  138. 

SPECIFIC  RESERVE,   63. 

STAMP  DUTIES  ON 

bills  of  exchange,  82. 
promissory  notes,  82. 

STANDARDISATION  OF  ACCOUNTS,   296. 

STATEMENT  OF  AFFAIRS 

bankruptcy,  form  of,  326. 
bankruptcy,  preparation  of,  320. 
compulsory  liquidation,  preparation  of,  331. 
in  liquidation,  form  of,  333. 
under  single  entry,  5,  6,  7,  109. 
voluntary  liquidation,  preparation  of,  330. 

STATEMENTS  TO  CUSTOMERS,  405. 

STATUTORY  BOOKS  AND  RETURNS  OF  COMPANIES 

annual  list  of  members  and  summary  book,  157. 

minute  book,  160. 

register  of  directors  and  managers,  160.. 

register  of  members,  156. 

register  of  mortgages,  156. 

statutory  report,  161. 

STATUTORY  FORMS 

electric  light  companies,  312. 
ga«  companies,  310. 
ufe  insurance  companies,  375. 
railway  companies,  303. 

STEAMSHIP  COMPANIES  ACCOUNTS 
operation  of  insurance  fund  in,  58. 
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STEEL  WORKS 

eo8t  sheet  of,  286. 

STOCK 

distinction  between  shares  and,  166. 

finished  goods,  412. 

goods  in  course  of  manufacture,  413. 

method  of  stock-taking,  414. 

raw  materials,  413. 

trading  accounts,  in,  17. 

valuation  of,  412. 

STOCK  ACCOUNTS,   17. 
STOCK  EXCHANGE  TRANSACTIONS,   370. 
STORE  LEDGER,  272,   282. 
SUBDIVISION   OF  LEDGERS,   403. 
SUBSCRIPTION  REGISTER 

form  of,  387. 
SUMMARY  BOOK,  ANNUAL  LIST   OF  MEMBERS,    157. 
SUMMARY  LEDGER  FOR   CONTRACTS,   277. 
SUSPENSE  ACCOUNTS,  63. 


TABLE   "A" 

application  of,  155, 
clauses  in,  155,  189. 
definition  of,  155. 

TABULAR  LEDGERS,  363. 

TENTAIL  RENT 

definition  of,  348. 

TERMINAL  COST  ACCOUNTS,   269,   270. 

TILL  MONEY,  29. 

TIME-WORKERS'  WAGES,   400. 

TOOLS  AND   LOOSE   PLANT 

treatment  on  revaluation  of,  364. 

TOTAL  ACCOUNTS 

cash  account,  12,  16. 

columnar  books  in  connection  with,  227. 

total  creditors'  account,  13,  224. 

total  debtors'  account,  9,  12,  221. 

TRADE   DISCOUNT 
definition  of,  31. 
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TRADING  ACCOUNT 

compilation  of,   10. 

definition  of,  16. 

distinction  between  profit  and  loss  account  and,  18. 

quantities  in  connection  with.   17. 

TRANSFER  JOURNAL 

form  of,  225. 
use  of,  225. 

TRANSFER   REGISTER,    174. 

TRAVELLERS'   REMITTANCES.   394. 

TREATMENT  OF  RENEWALS,  REPAIRS,  AND  REPLACEMENTS    51 

TRIAL   BALANCE,    3. 

TRUSTEE   IN  BANKRUPTCY 

accounts  of  328. 

TRUSTEES'   CASH   BOOK 

form  of.  328. 
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UNCOMPLETED  CONTRACTS 

estimated  profit  on,  277. 

UNCOMPLETED   WORK 

accounts  of  professional  men,  373. 

UNDERWRITERS'   ACCOUNTS,   359. 
UNDERWRITING  COMMISSION,   175. 

UNIT  SYST'EM 

of  cost  accounts,  293. 


V. 

VALUATION  BALANCE  SHEET,  mu 

VALUATION  OF  ASSETS 

in  Btatomcnt  of  afTaire,  323. 

VALUATION  OF  STOCK 

goods  in  coarse  of  manufacture,  413 
finished  goods.  413. 
raw  materials,  413. 
rule  for.  17. 
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VENDORS'  SHARES,    169. 
VENTURE,  JOINT,   75,   141. 

VOLUNTARY  LIQUIDATION 

liquidator's  accounts  in,  336, 

VOYAGE  ACCOUNTS,  357. 


w. 

WAGES 

analysis  book,  273. 
payment  of,  401. 
piece-workers,  399. 
pierc-Tvorkers'  sheets,  400. 
time-workers,  399. 
time-workers'  sheets,  400. 
treatment  in  cost  accounts,  273. 

WASTING   ASSETS 

definition  of,  20. 

WATER  RENTAL  LEDGER,   366. 
WHOLESALE   BRANCHES,   237. 
WINDING-UP   ORDER,   331. 
WORKING   ACCOUNT,   18,  288. 
WORKING  COST  ACCOUNTS,   270,   293. 
WORK    IN    PROGRESS,    277,    280,    373. 
WORKMEN'S   PROFIT-SHARING   FUND,    209. 
WORKS  EXPENSES,   274. 
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